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PREFACE 


This volume represents the results of several years’ effort. The early state- 
ments of the Bureau on the Canadian Balance of International Payments were 
of necessity based largely on estimates. Since these statistics are indispensable 
for throwing light on different aspects of Canada’s financial position vis-a-vis 
the rest of the world, it was desirable to attain the utmost degree of accuracy 
possible, and factual data had to be built up to replace mere estimates. The 
balance of international payments covers a wide range of items including not 
only the “visible” but the “invisible” items in international transactions. Owing 
to the complexity and elusiveness of these numerous transactions their statistical 
recording has been a task of very great difficulty, requiring much preparatory 
analysis and research so that appropriate concepts and categories might be 
formulated, and a technique devised to secure the actual factual data. During 
the past five or six years great advances in this respect have been made, as will 
be explained in the accompanying volume. While it cannot be claimed that 
all problems of measurement have been solved, and while in certain parts of 
the field it is still necessary to resort to estimates, a solid statistical basis has 
been built up of sufficient comprehensiveness to warrant considerable confidence 
in the results of the study as a whole, and to reduce ‘residual errors and omissions 
to relatively small proportions. The work of research and exploration for 
improved technique will, it is hoped, yield additional valuable data in the 
future. 

The work has been under the direction of Herbert Marshall, B.A., F.SS., 
Chief of the Internal Trade Branch of the Bureau. The volume has been pre- 
pared by Mr. Marshall with the assistance of Mr. C. D. Blyth, B.A. In the 
work on investments Mr. W. R. Miller has given valuable help. The assistance 
given by a multitude of industrial and financial concerns in Canada is gratefully 
acknowledged. Without their generous co-operation, apart from the require- 
ments of the Statistics Act, the solution of many problems would have been 
much more difficult if not impossible. Last, but by no means least, co-operative 
interchanges between the Finance and Investment Division of the Bureau of 
Foreign and Domestic Commerce, Department of Commerce at Washington 
and the Dominion Bureau of Statistics have been of great assistance. 


R. H. COATS, 


Domimon Statistician. 


DoMINION BUREAU OF STATISTICS, 
Orrawa, February 25, 1939. 
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“CHAPTER I 


Historical Development of Balance of Payments Studies 


_ Studies concerning the balance of international payments have a long 
history,* though it is only in comparatively recent years that they have reached 
the present degree of comprehensiveness—a comprehensiveness which, neverthe- 
less, still leaves much to be achieved. The earliest studies were usually for a 
limited purpose in that they were made with the object of shedding light on 
some specific problem; they often consisted of an investigation concerning a 
single item of the many which enter into the balance of payments statement. 
Nevertheless, they were all steps in the direction of a more definitive study. 
Incidentally they reveal the great variety of purposes for which balance of 
payments information may be used. 


In view of the exaggerated emphasis which the “ Mercantile Doctrine ” 
gave to the place of gold in national economies from the sixteenth to eighteenth 
centuries, it is not strange that among balance of payments items trade statistics 
received very early attention. The Mercantilists held that it was vital for a 
country to have a balance of exports over imports, i.e., a “ favourable” balance 
of trade, lest it should suffer the evil of having to part with its stock of precious 
metals. They did not comprehend that imports and exports are only one item 
(though usually the most important one) in the total of international trans- 
actions, nor that it’ is not the balancing of commodity exports and imports, 
which have come to be known as the visible items of international trade, but 
the balancing of all debts due to a country with debts due by the country, 
including both visible and invisible transactions, which must be determined in 
international commercial and financial relations between countries. 


Under these circumstances statistics of exports and imports received great 
emphasis, and the machinery for their collection was, in a large measure, avail- 
able through the erection of customs barriers and the collection of customs 
duties. 

Closely connected with visible or commodity trade are the “ invisible” 
service items, freight payments and marine insurance. Towards the end of 
the period dominated by the Mercantilist Doctrine attempts were made to 
measure the value of such services and to set them down as an international 
debit or credit. 


As financial and economic knowledge grew, further uses for balance of 
payments data developed arising out of the particular needs of the time. A 
case in point was the inconvertible currency situation in Great Britain which 
arose as a result of the Napoleonic wars. Studies carried out by the Bullion 
Committee and by the Parliamentary Committee on Resumption of Cash 
Payments made considerable use of balance of payments items. The latter 
committee used the term “balance of payments of the country ” in the sense 
of the net amount of specie which passed between Great Britain and other 
countries in settlement of a year’s international transactions. Their inquiry 
included commodity trade, interest payments and receipts, and the purchase 
and sale of new securities. The difference between all debits and credits was 
accepted as a measurement of the net flow of specie. Thus various financial data 
were definitely linked up with commodity trade in a balance of payments state- 
ment meant to illuminate the situation with regard to gold stocks and the 
general currency situation. 


* For a comprehensive treatment of the subject see “The International Accounts” by 
Cleona Lewis—a publication of the Institute of Economics, 1927, Chapters II to IV, of which 
this chapter is, in a large measure, a summary, 
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During the financial crisis of 1893 when much gold was being lost by the 
United States, the question of foreign borrowings, excess imports, interest and 
dividend payments, tourist expenditures and shipping charges were studied and 
formed the basis of a controversy regarding the piling up of international 
obligations. The Report of the National Monetary Commission, Senate Docu- 
ment No. 579, published in 1910, contains a special study made by Sir George 
Paish entitled ‘‘The Trade Balance of the United States.” This work is a 
rather comprehensive estimate of the United States balance of international 
payments for the period. It includes commodity trade, movements of the 
precious metals, tourist and other expenditures, expenditures of immigrants 
and emigrants, immigrants’ remittances, freight receipts and payments, insur- 
ance, interest and dividends, and capital movements. This study was con- 
cerned also with the question of the maintenance of an adequate gold supply. 


A study of Russia’s international accounts was made in 1897 for the purpose 
of furnishing information as guidance for a reform which was to place the 
Russian currency on a gold basis. Besides investigating various items of balance 
of payments data, a special study was made to check the accuracy of current 
export and import statistics. 


Some balance of payments studies have originated in taxation problems. 
In the United States in 1843 a movement was instituted by certain States 
to have the Federal Government shoulder the burden of their bonded obligations 
in view of the heavy direct taxes which were pressing upon them. An investi- 
gation indicated that the bonded obligations were mostly in foreign hands. A 
committee’s report was favourable to an assumption of the debts at a lower 
rate of interest, but pointed out that the payment of such interest would be 
made largely through the medium of cotton, tobacco, etc., thus conserving the 
country’s stock of gold. 


Foreign obligations to Europe were brought to the attention of Congress 
in 1853 by Senator Brodhead, who endeavoured to show the effect of the accumu- 
lating foreign indebtedness by presentation of balance of payments data. These 
included commodity trade, interest, tourist expenditures, expenditures on the 
foreign diplomatic service, expenditures of the navy in foreign stations, the 
Mexican indemnity, immigrant remittances, movements of gold and silver and 
the balancing item, assumed to be the net increase in foreign indebtedness. He 
urged the necessity of full information regarding the nation’s foreign indebted- 
ness and presented a resolution to the Senate directing the Secretary of the 
Treasury to inquire and report concerning “the aggregate amount of Federal, 
State, city, county, railroad, canal, and other corporation bonds, stocks, or other 
evidence of debt held in Europe, and other foreign countries, on the 30th of 
June, 1853, specifying separately so far as can be ascertained, the amount 
of each of the above description of bonds and stocks.”* The resolution was 
adopted and a report was published eventually by the Treasury. 


Due to the civil war the United States experienced another period of very 
heavy taxation and as a result David A. Wells was appointed to make a special 
study of the situation. In connection with his inquiry he made a very careful 
survey of all classes of foreign debts, based upon data which he obtained from 
banks, railway companies and government authorities. He also developed a 
balance of payments statement covering the period 1868-9 which included trade, 
interest, shipping and tourist trade and took the balancing item as indicating 
the net increase in foreign indebtedness. 


When foreign investments reached a large scale their significance to 
creditor as well as debtor nations became the subject of discussion. A com- 
mittee headed by Léon Say investigated the means employed by France in 


* Appendix to the Congressional Globe, 32nd Congress, 3rd Session, (1853) pp. 399-311. 
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meeting the German indemnity and included in its report a rough summary of 
the international trade and financial transactions of France during the period 
of payment.* The economic importance of such foreign assets was brought 
out by this report. It was stated that about two billion francs in foreign 
securities owned by Frenchmen were sold and along with interest received from 
foreign securities furnished a part of the indemnity. Other balance of payments 
items such as trade, specie movements, and tourist expenditures were included 
in the study, which was the most comprehensive published up to the time and 
for a considerable period thereafter. 


British. trade, in view of the creditor position, has been characterized by a 
surplus of imports over exports over a long period, and from an early date the 
significance of this “ unfavourable balance” has been an object of investigation. 
It was essential to know whether the import balance was created at the expense 
of foreign investments and the answer to the question required a comprehensive 
study of Britain’s balance of international payments. The necessity of answering 
this question led during the last half of the nineteenth century to the develop- 
ment of the technique of estimating the various items which enter into the 
statement. An important contribution was made by A. D. McKay in 
1877 in an article published in the Economist (London). He showed that 
British import values had to be reduced by the amount of freight included in the 
valuations which was paid to British ship-owners and that to export valuations 
should be added the amount of freight collected by British ships for carrying 
the exports, also insurance and other charges payable to British institutions. 
These corrections reduced the import surplus over a period of nineteen years 
from 1,193 million pounds to 23 million pounds. Though other important 
balance of payments items were omitted from his study, his work indicated 
clearly the inadequacy of trade statistics alone for revealing current trends 
with regard to foreign investment. 


In succeeding years Sir Robert Giffen made more exhaustive studies to 
show that Great Britain was not using up her foreign capital. He not only 
presented figures for shipping income, brokerage, commission and insurance 
premiums, but also presented various methods of estimation. He also made 
somewhat cruder estimates of interest receipts. Regarding other items he stated: 


“T do not propose to go farther into this question of the balance of indebt- 
edness in the international transactions for the United Kingdom. To complete 
it would require an elaborate investigation of the magnitude of private invest- 
ments, while such points as the expenditure of British citizens abroad, 
and the expenditures by foreigners in this country, and the minor move- 
ments of international capital in connection with exchange operations, 
would all require to be considered . . I shall be quite content 
if I have established to your satisfaction (1) ‘that the question to be investigated 
is not that of diminution, but of the increase, of our investments abroad . 
and (2) that, whatever may be our conclusion on this point, the import and 
export figures themselves are only a small part of the question, and that the 
use of these figures by some writers as if they were the whole, is only to be 
excused, if it is excusable, on the score of ignorance of the nature of statistics 
and the necessary conditions of dealing with them.’** 


Sir George Paish carried the data on British foreign investments down to 
the outbreak of the war, working much along the same lines as Sir Robert 
Giffen, but being especially interested in ascertaining the actual amount of 
foreign investments and the division of it into various classes. 


* Say, Léon; Rapport sur le paiement de l’indemnité de guerre, 1874 pp. 70-71. 
** Journal of the Royal Statistical Society, March, 1882, p. 223. 
74512—24 


12 CANADIAN BALANCE OF INTERNATIONAL PAYMENTS 


A broader use was often made of balance of payments data as, for example, 
when in 1913 Germany made a general study of her national wealth and income. 
The study included an estimate of the income derived from foreign investments 
and the capital amount of such investments. : 


In 1902 France made an official survey of her foreign investments in view 
of the belief held by numerous Frenchmen at the time that the amount of foreign 
investment was having a retarding effect on industrial and commercial activities 
at home. 


In 1914 C. K. Hobson published a book entitled “ Export of Capital” in 
which the general question of the economic: effects of international capital 
transfers are analyzed. It contains a calculation of British foreign investments 
for the period 1870-1912, along with an explanation of the statistical methods 
used. 


Of even broader scope was the study made in connection with the official 
report on the Rise in Prices and the Cost of Living in Canada, published by the 
Canadian government in 1915. In the second volume, prepared under the 
direction of Dr. R. H. Coats, a chapter is devoted to the growth and distribution 
of capital from 1900 to 1914 and its relation to the rise in prices. Foreign capital 
investments in Canada were estimated and the uses made of such borrowings 
were traced. In these estimates there was deducted from the value of exports 
the total amount payable by Canada for services; and from imports, all such 
income receivable by Canada. The net figures are taken as indicative of the 
amount by which the country fell short of meeting its international obligations 
each year and for the period, the balances being accounted for by borrowing. 


An increasing recognition of the importance of balance of payments statistics 
led to the study of existing technique by scientific bodies, particularly the 
International Institute of Statistics in the early nineties and up to the outbreak 
of war. Alfred Neymarck at the Institute meeting of 1891 stated that no 
systematic effort was being made toward the assembly of data on international 
debts and investments. Up to 1914 he made ten reports to the Institute gradually 
accumulating materials from many nations. | 


Since the war there has been a widespread development of and interest in 
balance of payments statistics induced and, indeed, necessitated by the inter- 
national debt and reparations situation which arose as a result of the war, 
although various other important purposes were also incentives. The chief 
purposes may be briefly summarized. A 


One important purpose was served by special studies for the verification 
of the classical theory of international trade. These were inspired by Professor 
F. W. Taussig and were the work of Harvard men. Among them was that 
of Jacob Viner, published in 1924 under the title “ Canada’s Balance of 
International Indebtedness in 1900-13.” Dr. Viner undertakes an “ inductive 
verification”’ of the ‘‘ classical explanation of the mechanism of international 
trade’ under gold standard conditions, using Canada’s experience as an example. 


A very widespread use of balance of payments data was made in connection 
with the capacity to pay war debts. For example, it was claimed by many after 
the war that Germany was fully able to pay large reparations although her 
holding of foreign securities had largely disappeared. It was believed that 
she was accumulating large foreign balances and investments abroad through 
the sale of paper marks and by her foreign trade.. The whole question received 
extensive study om the part of the Reparation Commission, but special studies 
were made independently by others, among whom was Mr. J. M. Keynes. 
Such studies dealt with Germany’s international financial position in the early 
part of 1922. Somewhat later the Institute of Economics published “ Germany’s 
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Capacity to Pay,” which contained a study of the balance of payments data for 
Germany for the period 1894 to 1922. Later studies dealt with the question of 
how Germany had been able to transfer the sums payable under the Dawes 
Plan and dealt with the question of future payments. 


“Austria’s Balance of Payments and Her Capacity for Independent 
Existence,’ written by Professor Hertz of Vienna and published in 1925, and 
“Rumania’s Balance of Payments in Relation to Her Economic Policy ” by 
Professor I. N. Angelescu, published in 1925, are indicative of the use made of 
balance of payments statistics in the succession states in the post-war period. 


Italian war debt negotiations gave rise to much argument regarding transfer 
difficulties and led to extensive balance of payments studies. In particular, a 
comprehensive survey was made by Professor Gino Borgatta of Pisa for the use 
of the Italian government at the World War Debt Funding Commission of the 
United States and in connection with Anglo-Italian negotiations. “Italy’s Inter- 
national Economic Position,’ a study by C. E. McGuire of the Institute of 
Economics, contained a comprehensive survey of balance of payments items 
from pre-war to post-war periods for Italy and indicated their bearing on the 
international economic position of the country. 


Fluctuations in French exchange have given rise to much study of balance 
of payments data. Among these are those of M. René Pupin and M. Jules 
Décamps from 1919 to 1923, those of M. Pierre Meynial, 1925 and 1926, by 
V’Information in 1925 and the Institute of Economics in 1925. 


There is now a widespread appreciation of the need for annual authoritative 
studies of the balance of international payments and many countries have 
undertaken such. Important work has been done in recent years by the 
Economic and Financial Section of the League of Nations which has been urging 
upon governments the importance of compiling and publishing such statements, 
and has attempted to co-ordinate and standardize balance of payments inquiries. 
Its three-fold purpose comprises: (1) To have as many countries as possible 
furnish a statement; (2) To improve and standardize methods; (3) To make 
reports easily available. 


“The efforts now being made toward securing continuous and comparable 
data with regard to the international trade and financial transactions of various 
countries represent the outstanding development in this field during the war and 
post-war period. In contrast with what is thus promised for the future, a review 
of the work done in the past shows this to have been, on the whole, discon- 
tinuous and disconnected. For few countries, indeed, have accounts been pub- 
lished covering a consecutive period of as much as, say, ten, fifteen, or twenty-five 
years. And not only do the earlier studies, with some few exceptions, cover short 
and isolated periods of time; they also show considerable lack of uniformity in 
their form and content. As a rule, therefore, they cannot be easily pieced into 
connected stories for the countries concerned. 


“One very effective reason for the lack of continuity in existing data for 
various countries is the fact that the work of compiling and presenting the inter- 
national accounts of a country is an enormous one. It not only requires much 
time, energy, and initiative on the part of the investigator but, if satisfactory 
results are to be attained, it is also practically necessary that he have the 
co-operation of the many banks and business houses that are directly in touch 
with the situation. Such co-operation, for example, is needed in the compilation 
of the basic data to be used in estimating the interest item in the accounts. 
But to secure such co-operation and to get adequate information on this one 
item alone, and for a single year, is a heavy task for one person to undertake. 
To bring this information down to date year after year would require a fair 
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share of a man’s working life. The interest item, however, is only one of the 
many items in the accounts. The investigator who would attempt to include all 
of the items in his statement of the accounts, and to draw up such a statement 
year after year, would indeed have undertaken a full-time job. Even govern- 
ment agencies have found their vast resources taxed by the difficulties of the 
work, and until recently have been content to make these studies only as special 
occasions required.”’* 


* Op. cit. (The International Accounts), pages 42-43. 


CHAPTER, Ti 


Nature and Purpose of Current Balance of 
International Payments Statements 


‘Balance of Trade” figures are still frequently misinterpreted, due to the 
persistence of the Mercantilist Doctrine already mentioned, that a nation’s trade 
is in a healthy state when exports exceed imports, necessitating an import of 
gold to make up the difference; trade was then said to show a “ favourable 
balance.” This theory took account only of the ‘‘ visible’ or commodity items 
of trade, whereas a true statement of a nation’s international position can only 
be known when not only the commodity items are considered, but also the 
“invisible” items such as interest, freight, immigrant remittances, financial 
services, tourist traffic, etc. In short, all debit and credit transactions must be 
considered—all the valuable things and services received from other countries 
must be balanced against all the valuable things and services transferred to 
other countries during a given period of time. This statement must balance, for 
even if we receive more goods and services than we give out, or vice versa, the 
difference in total debit and credit values must be balanced by a borrowing or 
lending operation. If it does not balance, the fault lies with the adequacy of 
the estimates of individual items. So numerous and complicated are the inter- 
national transactions of one country with others that it is impossible to record 
all of them, hence resort must be made to estimates, and such being the case it 
is inevitable that errors and omissions should exist. Improvement in statistical 
methods has already reduced the extent of these and, as the methodology 
improves, it is to be expected that the estimates will be subject to a progressively 
smaller margin of error. 

A nation’s balance of international payments, therefore, may be defined as 
a tabular presentation of the amounts of the various visible and invisible exports 
and imports of the country. It represents the result of an effort to sum up and 
tabulate the entire list of commercial and financial transactions which one 
country has with all others. It consists of so-called ‘ visible”? and “ invisible ” 
items. The visible item is the trade in commodities; that is, commodity exports 
and imports, gold usually being shown separately. All other items come under 
the head of “ invisible ” and include interest and dividends, tourist trade, freight, 
insurance transactions, capital of immigrants and emigrants, immigrants’ 
remittances, capital borrowings and repayments, and many others. 

To compile such a record on a factual, as opposed to a merely estimated 
basis, is beyond the powers of private initiative, and must be undertaken by 
governments. It involves the keeping of voluminous records, the nature of 
which will become clearer in later portions of this book and, in order to obtain 
such records, there must be generous co-operation on the part of industrial and 
financial institutions of all kinds. Moreover, the government department com- 
piling the balance of payments statement does not collect all the original data 
for the estimates, but is dependent upon other departments for some of it. This 
is usually so in the case of trade statistics and immigration statistics. If such 
statistics are not accurate or in sufficient detail, then no matter what care the 
compilers of the balance of international payments may exercise the final results 
will include errors. The fact that tourist trade figures are often associated in 
respect of original records with trade or immigration figures and, from the 
departmental point of view, are merely a by-product of its main interest, 
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renders the task of obtaining sufficiently comprehensive data more difficult. 
Sometimes where information which could be used for balance of payments com- 
pilations already exists as in the case of income tax statistics, it is inaccessible 
through shortage of facilities for compilation. 


In view of the time and labour involved and the difficulties which have to 
be overcome in order to collect adequate statistics for a balance of payments 
statement, the question of its importance is paramount. What purposes are 
served by such a statement? What contributions does it make to vital statistical 
information? The historical review contained in Chapter I gives a general idea 
of the purposes for which such information has been gathered in the past. It 
remains to outline the purposes which current ‘studies of the Canadian balance 
of international payments can be made to serve. 


A complete balance of payments statement is tripartite. It should con- 
tain, first, a statement of international indebtedness. That is to say, it should 
show by categories the amount of a country’s indebtedness to other countries 
through borrowings and investments and, on the other hand, the value of its 
investments in other countries. Secondly, there should be a current account 
showing a year’s transactions in all the visible and invisible items constituting 
its international trade. In the third place, there should be a current capital 
account which will contain the record of the year’s capital movements inward 
and outward. 


The Canadian statement of indebtedness shows investments in Canada 
under three geographical divisions, viz., (1) United Kingdom, (2) United 
States, (3) all other countries. Each of these three divisions is subdivided into 
thirteen sub-groups. Canadian investments abroad are shown in the same three 
divisions and in five sub-groups. Information is also available which permits 
distinction between direct and portfolio investments; the direct investments, of 
course, consisting of branch, subsidiary, affiliated and controlled firms. These 
statistics, therefore, not only furnish an estimate of the total amount of outside 
capital invested in Canada, but furnish details which reveal the nature of such 
investments and similarly with Canadian investments abroad. When statistics 
of British and foreign investments in Canada are compared with our total 
national wealth, we are enabled to see these outside investments in proper 
perspective. They are approximately only 25 per cent of our national wealth. 
It can be shown also that control of Canadian business capital by shareholders 
in other countries is not much above 15 per cent and these percentages make no 
allowance for nearly $1,700 million of Canadian capital invested abroad. 


As regards the second part of the statement, viz., the current account which 
contains all the debit and credit items of international transactions for a current 
year, 1t serves many purposes. In the first place, it shows the relative magni- 
tude of the various items of Canada’s international transactions. Commodity 
trade is always the most important, but a perusal of any annual statement will 
show that on the credit side tourist trade is of first rate importance. Particu- 
larly in recent years our sales of gold have built up for us large credits abroad. 
On the debit side interest and dividend payments are very heavy. Other items 
are much less important though freight payments create a moderate net debit 
against us each year. The current account, therefore, shows how we have built 
up credits and debits with other countries in the current year, but it shows 
in addition how a balance between debits and credits is brought about. As 
previously stated, the account must balance, but it is not correct to say that it 
balances through an equivalence between exports and imports of goods and 
services. There will almost always be a difference between the total debits and 
credits of goods and services even if the values of these have been estimated 
with absolute accuracy. This difference, apart from any errors or omissions, 
represents capital flowing into or out of the country, and this capital item brings 
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the account into balance. If the debits for goods and services exceed the credits, 
the capital item represents a, net inflow, and if the credits are greater, it 
represents a net outflow. 


It will be obvious that such a statement throws a flood of light upon what 
is popularly known as the ‘“ favourable” or “ unfavourable” balance of com- 
-modity trade. It explains the surplus of exports over imports or vice versa, and 
it is only by setting forth the items of the balance of international payments that 
it can be understood. In the light of balance of payments statements, it can be 
shown that so-called favourable or unfavourable balances of commodity exports 
may mean different things in different countries at the same time. In the 
United Kingdom an unfavourable balance means that interest and dividend 
and maturity payments, earnings from shipping and other services, are flowing 
into the country. In Canada an unfavourable balance, unless it is counter- 
acted by invisible credit items on current account, would mean that we were 
borrowing (and perhaps to some extent withdrawing) capital from abroad 
which was reaching us to a large extent in the form of goods. The large favour- 
able balances which were typical of United States trade in the twenties are 
explainable for the most part by the fact that she had become a large capital- 
lending country. A favourable balance in commodity trade for Canada means 
that we are making large interest and dividend payments abroad, and that we 
are reducing our foreign indebtedness by paying maturities, calling in our bonds 
before maturity, or repurchasing our securities held abroad, and that we are 
paying for such in large part by goods though services also fulfil the same 
purpose. A current account, then, drawn up with approximate accuracy is 
indispensible for the understanding of commodity trade balances. 


The third part of the balance of international payments statement, 7.e., the 
capital account, sets forth the inflow and outflow of capital items and includes 
proceeds from the sale of new securities abroad, payments for maturities, retire- 
ments, sinking funds, receipts and payments arising through the purchase and 
sale of outstanding securities, branch plant capital transactions, and so forth. 
If there were no errors or omissions in the current account, the net credit or 
debit balancing item would give the exact net movement of capital into or out of 
the country. This balance should agree with the balance in a complete capital 
account. Some errors and omissions in the current account being inevitable, a 
capital account is necessary not only to furnish a detailed picture of capital 
movements to supplement the net balancing item in the current account, but to 
show how much of the capital movement can actually be traced and recorded. 
The difference between the balancing items in the current and capital accounts 
is taken as a measure of net errors and omissions.* 


If the three parts of the balance of international payments statement 
now be considered as a whole, it is apparent that there is available a vast 
amount of information regarding the course of Canadian international trans- 
actions and the financial interrelationships of Canada with other countries. A 
series of such statements will show whether our indebtedness abroad is increasing 
or diminishing. It will show amounts invested in Canada by our chief creditors 
and how the relative proportions are changing. It will show the nature of the 
investments, how much represents a direct investment in our productive enter- 
prises and how much is portfolio investment in government and _ industrial 
securities. The yield on these investments in dividends and interest, which must 
be sent abroad each year, will be shown. Similar information will be available 
for Canadian investments abroad. Then there will be a picture of current 
yearly capital movements and how the capital transfers took place. The impor- 
tance of various items such as tourist traffic, interest payments and gold move- 


* Of course there may be errors in some of the estimates in the capital account itself. 
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ments will be revealed. Such data can be used for many purposes and from 
them many deductions can be drawn. Among the important uses to which the 
Canadian statistics have been put are the following:— 


1. The figures have been used in connection with negotiations for trade 
agreements. Their usefulness in this respect is obvious. If Canada is heavily 
indebted to another country it 1s a potent argument for generous tariff treat- 
ment because interest, dividends and maturities must be paid in a large measure 
in the form of goods. If favourable commodity trade balances are used by a 
creditor nation which buys more goods from Canada than she sells, as an argu- 
ment for tariff concessions, the balance of payments figures are indispensable 
as showing the extent to which a favourable balance is necessary in order to 
make dividend, interest and maturity payments. 


2. These statements are indispensable because they furnish an important 
part of the statistics designed to show the financial standing of a country in its 
relations with the rest of the world. In connection with Canadian borrowings in 
the United States, the Securities and Exchange Commission requires the balance 
of international payments statements as part of the information to be contained 
in the prospectuses covering the loan. Because of the Canadian issues listed in 
New York, annual statements are also required by the Commission. 


3. Many attempts are made to explain the movements of Canadian exchange 
rates. Since the items included in the balance of payments statement constitute 
the demand for and supply of exchange, these data are fundamental for such 
studies. 


4. The data furnished in a balance of payments statement are basic for 
estimating the effects of a policy of currency depreciation or appreciation. 


5. In view of the numerous contacts which balance of payments data have 
with the various aspects of the Canadian Economy, this information is of basic 
importance as a guide to policy. For example, it would be like taking a leap 
in the dark to formulate policy, without the aid of these statistics, on subjects 
such as the following: branch plants, foreign borrowing, development of tourist 
traffic, exchange control, and so on. 


Succeeding chapters will reveal the many varied types of information made 
available by these studies both as regards individual items in themselves and in 
the interrelations which make up the complete statement. 


CHAPTER III 


International Indebtedness—Amounts and Methods 
of Estimation 


Estimation of the capital indebtedness of a country is a task which presents 
immense difficulties. These arise, not only because of the complexity and number 
of such investments, but also because of different meanings of the term “ capital 
investment.” Capitalization, capital employed, capitalized earnings, par value, 
book value, market value, replacement value, original value, are all valuation 
concepts which claim consideration. Most foreign investments are represented 
by securities. and if capitalization be chosen as the starting point for ascertain- 
ing investment values, then a choice must be made between the par, market, and 
book value of the securities. All of these are subject to certain limitations. If 
par value be chosen, the difficulty presents itself that many securities are 
“no par” stocks and some other criterion of investment value has to be found 
for them. Moreover, though par value is a satisfactory criterion at the time of 
the original investment, it may soon cease to be so. If profits have been put 
into the business for a number of years instead of being distributed as dividends, 
the original par share may be worth double or treble its original value in 
realizable net assets. On the other hand, an unfavourable business record may 
have caused the original capital to be lost in whole or in part, and again par 
value is not a true criterion of realizable value. Also par value may be merely 
nominal and not representative of actual investment in the business. In the 
mining field much of the capitalization is only nominal and does not represent 
investment in the enterprise. For example, it is a common occurrence when a 
mining property is being taken over from a prospector to give him in part pay- 
ment a large block of shares which usually have little or no relation to his 
expenses in discovering and working on the prospective mine. 

Market values as a criterion have also serious defects. Such values show 
wide fluctuations during the course of the business cycle. One has only to 
examine the peaks and valleys of a curve based on the index number of security 
prices to see how erratic an indicator of capital investments market values can 
be. Of course, if at any point in the time series the investor in Canadian 
securities sold out his holdings he would realize the market value, but the 
problem is to put the most reasonable valuation on the totality of international 
indebtedness. One weakness of market values is evident if we consider the fact 
that an important determinant of common stock prices is their earning possibili- 
ties. It is a well-known fact that these are frequently too optimistically appraised 
in a rising market and too pessimistically viewed in a falling market. The stock 
market swings to extremes. Therefore, on a market valuation basis intrinsic 
capital worth is exaggerated or unduly depressed. The price of a stock which 
has ceased to pay dividends for the time being will drop to a fraction of its 
former level, but the capital investment may be intact and may eventually 
prove to be as remunerative as before, and perhaps even more so. 

Book value, where the meaning is the real equity of shareholders in the 
business and not some fictitious figure set down as the value of the security 
capital, is a relatively satisfactory basis if it can be procured. Unfortunately, 
balance sheets are not easily available for all firms, and, in many cases where 
they are, they lack the completeness, clarity and accuracy necessary to yield the 
requisite data. Moreover, the real equity value (book value in the above sense) 
is extremely difficult to ascertain, no matter how much those who draw up 
balance sheets may desire to show it. Many problems confront the appraiser of 
a going concern. It consists of land, buildings, machinery, equipment, raw 
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materials, stocks of finished goods, office furniture, goodwill, and so forth. 
Should buildings and machinery be valued at original cost, depreciated cost or 
replacement value? What value should be placed on goodwill? Would the 
fairest method be to capitalize earning value? If so, should it be current earn- 
ings, average earnings over a period of years or should prospective earnings also 
be included? Such questions are sufficient to indicate that varied views can 
prevail as to what the value of a capital investment really is, 


Another limitation of the “ book value” method is that it cannot be applied 
to the very large investments which outsiders have in Canadian government 
bonds. The worth of these can scarcely be decided by a book valuation in the 
sense indicated above. If interest is being: paid, par value will be a fair 
criterion because, even if current interest rates set the market price at a dis- 
count or a premium, the government is obligated to pay the face value at 
maturity. The same holds true of corporation bonds where interest is paid. 
In governments or corporations where part of the capital value is lost and where 
the owner of the bond cannot hope to realize its face value at maturity, the par 
value will have to be written down. 

Another method of arriving at capital investment is repyouigh a census of 
industry which includes a question on “capital employed” as distinct from 
capitalization. The Dominion Bureau of Statistics, in its annual census of 
industry, includes the following question:— 

I. Capital Employed—The answers should show the total value of 
assets employed on the last day of the year. 

(a) Present value of land, buildings, fixtures, machinery, tools and other equip- 
ment owned by the firm reporting. 
(b) Estimated value of land, buildings, fixtures, machinery, tools and other 

- equipment not owned by the firm reporting. 

(c) Inventory value of materials on hand, stocks in process, finished products, fuel 
and miscellaneous supplies on hand. 

(d) Cash, bills and accounts receivable, prepaid expenses, etc. (Do not include 
loans to or investments in other enterprises.) 

The instruction sheet which accompanies the schedule contains the fol- 
lowing: 

Capital Employed 

The purpose of this section is to ascertain the assets employed for 
manufacturing purposes only. Any investment which is not a proper 
charge against manufacturing operations carried on in your establishment 
should, therefore, not be included. For this reason exclude investments 
in other establishments or any of your investments in land, buildings and 
equipment which are not used in manufacturing or which are under con- 
struction. If your plant and residence are under the same roof, report 
only that part of the building which is used in manufacturing. 

(a) and (b). Value of Land, Buildings, etc-——If the building which 
you occupy is rented, give an estimate of the value of that part of the 
building which you occupy. If any part of your machinery or equipment 
is rented, give an estimate of the values. If you are unable to estimate 
its value, give the annual rental you pay. The value of your fixed assets 
should be the present value; that is, the original cost plus additions less 
depreciation (decrease in value) to date, plus any increase in land value. 

This questionnaire permits an annual figure to be obtained relating to the 
capital employed by firms reporting to the Industrial Census. The decennial 
Census of Distribution included information concerning capital employed in 
merchandising and service establishments. 

These “ capital employed” figures unquestionably have their limitations. 
There is doubtless a lack of uniformity in the basis upon which the question- 
naires are completed. Nevertheless, the results furnish valuable information. 
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They at least give an approximate index of the amount of capital employed in 
Canadian industry. They give.an approximate idea of what the “ book value ” 
in the sense of equity value would be, including the capital value of bonds and 
preferred stocks. 


One defect of the capital employed data as a basis on which to estimate 
international indebtedness is that the totals exclude all plants which are not 
operating in any year. If the capital in these is intact and they will resume 
operations subsequently, they should be included and an addition has to be 
made for them. On the other hand, they include capital which does not actually 
belong to the operating firm since it is asked to include the estimated value of 
land, buildings, fixtures, machinery, tools and other equipment not owned by the 
firm ‘reporting. 


Census of Industry figures will fluctuate with movement in nthe business 
cycle since certain assets must be written down in a period of depression. Con- 
sequently, there will be in some years a considerable drop in the capital invest- 
ment and therefore in the value of the shares owned in Great Britain and 
foreign countries, which cannot be attributed to the withdrawal of capital. This 
is as it should be, however, for the shareholder’s equity must diminish with the 
deflation of assets. These ‘figures, of course, will also reflect the plowing back 
of profits, and to that extent the British and foreign share will be higher. In 
view of such facts, it is obvious that the figures cannot be used as a basis for 
ascertaining the inflow and outflow each year of investments in Canadian 
industry by outsiders. The question of capital inflow and outflow can be 
handled most clearly and accurately by making of it a separate inquiry and 
using special methods for its solution. The estimate of investment now under 
discussion is for the purpose of showing the amount of the capital indebtedness 
of governments and corporations on the best basis of present worth attainable. 
In particular, this estimate has to do with the capital indebtedness due to people 
outside of Canada. .The figures should attempt to show the amount which could 
be paid to outsiders if all government bonds were paid off at par and if cor- 
porations could all be liquidated at the present worth as shown by the Census: 
of Industry’s capital employed figures. 

The foregoing discussion should be sufficient to indicate that whatever 
method is used for ascertaining international indebtedness, the resulting figures 
must not be considered as absolutely correct but as approximate measurements 
of the magnitudes involved. 


Some studies made recently in the Bureau furnish corroborative evidence as 
to the approximate accuracy of the estimates of British and foreign investments 
in Canada. The “capital employed” method of ascertaining total outside invest- 
ment in Canada has been used because the basic data were available through 
the Industrial Census.* As a check on the results of the method, a second one 
has been utilized recently, viz., that of “book value.” Bonds and preferred stocks 
of individual concerns were valued at par or stated value. Common stocks were 
given the value which they carried in the company’s annual report plus accumu- 
lated surplus or minus accumulated deficit. It was found that the value of 
British and foreign investments in Canada, reckoned by this method, while 
showing sizable differences in a small number of sub-groups, approximated fairly 
closely to those reached by the “capital employed” method. Some of these 
comparative data will be found at the end of this chapter. 

A description of the actual methods now in use by the Bureau may now be 
given. Starting with the figure for total capital investment in Canada, as shown 
in the Industrial Census, it is necessary to have statistical data so that the total 


* Estimates of direct investments were separately compiled by the “book value” method, 
owing to special difficulties inhering in the “capital employed” method when applied to this 
field. See Chapter IV. 
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can be subdivided into capital owned by Canadians and capital owned by the 
inhabitants of other countries. The Bureau ascertains by direct inquiry what 
firms in Canada have some British or foreign interest. The geographical distri- 
bution of ownership of such firms is checked periodically and entered in the 
files of corporation records, a separate card being available for each firm. 
These cards are classified into categories to distinguish direct from portfolio 
investments. Direct investments include all firms which are “controlled” in 
another country. A discussion of the field of investment covered by direct 
investments will be found in Chapter IV. Portfolio investments include the 
minority interest of outsiders (both private individuals and firms) in Canadian 
corporations, as, for example, the British and American holdings of Steel Com- 
pany of Canada, Consolidated Mining and Smelting Company, Dominion 
Textile Company, and so on. 


While it is possible to secure the geographical distribution of the ownership 
of their stocks from the companies concerned,* it is impossible in many cases to 
obtain the same information for bonds, most of which are of the bearer coupon 
variety. However, a certain amount of information is available from other 
sources. When bonds are first issued their geographical distribution is made 
known in lists published by various investment dealers and also in certain 
financial papers. For the period 1914 to date the taking of publi¢ issues of 
other countries in the United States has been listed by the Department of Com- 
merce. A record of outstanding Canadian securities originally floated in whole 
or in part in the British market is found in the Stock Exchange Official Year 
Book.** From these and other supplementary sources a record of the original 
geographical distribution of ownership of the bonds of Canadian governments and 
corporations has been compiled. Such a compilation has its limitations. In the 
first place, all sources do not agree as to the geographical distribution of a 
particular bond, and it is necessary to make a more or less arbitrary decision as 
to the amount which shall be taken. A second and much more serious limitation 
is that the distribution, about which information is available, is the original 
distribution. In view of the fact that a great many Canadian bonds enter into 
international trade, the original distribution would be subject to correction from 
the very day the bonds were first marketed. 


Fortunately, information has now become available to the Bureau which 
not only enables it to record current changes in the outside ownership of 
Canadian bonds, but which has made possible important corrections for changes 
in that ownership which took place in previous years. Current changes are 
ascertained by means of a monthly return on the purchase and sale of securities 
between Canada and other countries which is made through the co-operation 
of the Investment Dealers’ Association, the Canadian Bankers’ Association, 
the various Canadian Stock Exchanges, brokerage houses which are branches 
of American concerns and not members of the Canadian Stock Exchanges, and 
other agencies. These returns show not only total amounts of sales and pur- 
chases, but are broken down into classes and sub-classes of securities. A sample 
of the data received is shown in Tables 23 and 24. As a consequence, month-to- 
month changes in the ownership of Canadian bonds, Dominion, provincial, 
municipal, railway and corporation are known. This information is available 
by groups, not by specific issues, but it is sufficient to serve as a corrective factor. 


Information regarding past changes in the ownership of Canadian bonds 
originally floated abroad is available for those floated in Great Britain from 
the branches of Canadian banks located in London and certain other financial 


* Nominee holdings present a difficulty in some cases. 
** Formerly two publications, the Stock Exchange Year Book and the Stock Exchange 
Official Intelligence. 
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institutions. Because of British income tax regulations as to exemptions, these 
firms have information regarding the ownership of Canadian sterling issues for 
which they act as agents. Data are therefore available on the holdings of non- 
residents of the United Kingdom claiming exemption from British income taxes. 
The portions of the issues still held by British holders can therefore be calculated. 


Prior to 1914, Great Britain was the source of most of the capital borrowed 
by Canada from abroad, but commencing about 1910 the United States began 
to take a greater interest in the public issue of our securities. During the 
earlier war years, considerable sums of money were borrowed by Canada from 
the United States. It was, however, in the post-war period that the United 
States, in its newly-acquired capacity of a great capital-lending nation, became 
the source of extremely large loans to Canadians. On the other hand, only 
occasional loans were floated in Great Britain after 1914. As a matter of fact, 
there is no doubt that the outstanding bonded indebtedness of Canada to Great 
Britain has been considerably reduced. In the immediate post-war period, that 
is to say from 1919 to 1924, sterling exchange was at a considerable discount 
relative to the Canadian dollar. This gave Canadians an excellent opportunity 
to repurchase sterling and optional payment securities at bargain prices, and 
they were not slow in availing themselves of the chance. There is abundant 
evidence of this type of repurchasing during the period. Journals published 
currently estimated that as much as $100 million of such securities were repur- 
chased by Canadians in a single year. So great was the outflow of capital from 
Canada that an attempt was made to check it by Sir Henry Drayton, the 
finance minister of the time, because of some undesirable repercussions on internal 
financial conditions connected with Victory loans. The effort involved a semi- 
official embargo in that it took the form of voluntary co-operation on the part 
of dealers. There was a good deal of opposition and the effort fell short of 
complete success. It is also known that a considerable portion of the repurchases 
of this period were afterwards resold to the United States. 

In the period 1931 to 1933, sterling was at a heavy discount in terms of 
the Canadian dollar and Canadians again repurchased sterling and optional 
bonds from British holders in large quantities. It is true that, in the following 
years when sterling rose to a premium, Great Britain made heavy purchases 
of Canadian securities, but this purchasing was mostly concerned with stocks. 
In fact, for the period 1926 to 1937, the evidence indicates net repurchases by 
Canadians of their own bonds from Great Britain. An investigation into the 
holdings of sterling securities by Canadian insurance companies, for example, 
indicates that there was a heavy repurchase of such securities particularly 
from September, 1931 to June, 1933. Although these institutions have sold 
many of the securities since then, there is reason to believe that they were mostly 
absorbed in Canada, when the reduced British holdings of Canadian bonds 
revealed by the data received from British paying agents for such issues men- 
tioned above are considered. On the basis of this information recently acquired, 
it is estimated that, of the bonds now outstanding which were originally sold 
in the London market, $150 million have been repurchased by Canadians, half 
of this amount before 1926 and half of it from that date to the present. Previous 
estimates of British capital investments in Canada have been revised to take 
account of these new data. 

With regard to American holdings of Canadian bonds, no revisions have 
been made in earlier figures based on original distribution, for several reasons. 
Though the estimates may be high in some cases, overestimates are offset 
by other circumstances. Influences tending to overestimate include the fact 
that where there was a difference of opinion by various authorities as to 
the amount of a particular issue taken originally in the United States, the 
highest figure was chosen. This, doubtless, tended to exaggerate the total 
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amount of bonds held in the United States. As an offset to this, however, 
the following facts have to be taken into consideration. It is known that there 
were a number of issues, particularly municipal issues, payable in Canada 
and New York, concerning which information was not available regarding how 
much was taken in the United States. While these issues were treated as 
wholly Canadian-owned, there is no doubt that a portion of them is held in 
the United States. In the second place, it is known that some of the estimates 
of American holdings are too low, for example, the estimates of the amounts 
of War Loan and Victory Bonds taken by Americans at the time of the original 
issue are almost certainly too low, and, in addition, it is practically certain 
that Americans purchased considerable quantities of these bonds after the 
issue had been distributed. Again, no allowance has been made in the Ameri- 
can holdings for the purchase of outstanding Canadian bonds from year to 
year. as, for example, in the case of the English sterling 1 issues, and it is known, 
as stated above, that a portion of these were resold in the United States. It 
is believed that, on balance, over a long period, the Americans have been net 
purchasers of outstanding Canadian bonds rather than net sellers. There is 
no evidence to show that the net movement has been the other way, indeed 
with the exception of certain groups of bonds in recent years the evidence points 
in the direction of net purchases by the United States. The United States 
dollar has not been at a serious discount in relation to the Canadian dollar at 
any time during the period, but the Canadian dollar has been at a considerable 
discount on different occasions. Finally, evidence, secured after certain bonds 
have matured, of where the payments were made, tends to confirm the view. For 
example, a Dominion government issue, for which definite information was 
received when it was retired, indicated that more was held in the United States 
than was originally distributed there. 

Geographical distribution of ownership of the bonds and stocks of industries, 
ascertained by the methods described in the foregoing, can of course be applied 
to the “capital employed ” figures of the Census of Industry. Data for each 
firm are available as regards both capitalization and capital employed, and it 
is only necessary to apply the percentage figures for geographical distribution 
of ownership of the capitalization to the capital employed figures. Bond and 
preference stock values at par are first deducted from capital employed and 
distributed in accordance with records of their geographical distribution of 
ownership. The balance of capital employed is then divided according to the 
geographical distribution of ownership of the common stock. — 

As stated previously, an estimate of outside capital investment in Canada 
was also made by the method of “book value.” These estimates for the year 
1936 are shown below together with those obtained by the “ capital employed ” 
method. It will be seen that the two sets of figures, considering the difficulty 
of such estimates, are in fairly close agreement. 

Il. BRITISH AND FOREIGN INVESTMENTS IN CANADIAN INDUSTRIES, 1936 
(In millions of dollars) 


U.S.A; British Other Countries Total 
Kind of Business | | | 
(1) (2) (1) (2) (1). (2) (1) (2) 
MERA SG LEU ies Gis vk ones a euikin 1, 002 995 377 Peal 14 11 1,393 1, 233 
TATA OE BAR ce SAE», SAAD AEE, 244 255 89 7 7 4 340 
Utaityin oats. vee behead bans qurek | 1, 126 1,066 1,258 1, 403 28 53 2,407 2.522 
Merchandising iste ic os vids ek elk 147 110 74 54 4 2 225 
Bindinciakiis.. Aes oe Ae ANE are 219 214 248 218 38 ou 505 465 
Miscellaneous +; acdii si. . opener. 85 85 160 160 30 30 275 275 
WT Otalymeaae Fea. We 2, 823 2,725 2,201 2,119 121 133 5,145 4,977 


(1) Estimate by Capital Employed method. (2) Estimate by Book Value sail 
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Classification of Investments 


Constituents of the various classifications into which the investments 
of British and foreign capital in Canada have been divided in Table 1 (see 
pages 174 to 177) are shown in the following descriptions: 


Government Securities——There are included in this group all government 
securities whether Dominion, Provincial, or Municipal. Treasury bills, notes, 
etc., are included in this item when these have been sold outside of Canada, as 
well as bonds and debentures. Securities guaranteed by governments are also 
included with the exception of steam railway securities. This latter group of 
guarantees is included in the railways classification. The valuations of all 
government securities are on the basis of par value. Geographical distri- 
bution of ownership shown is the original distribution when the bonds were first 
sold except in the case of the British ownership of these securities. As has 
already been explained, the amount of Canadian bonds originally sold in the 
British market has been reduced to allow for the reduction in British holdings 
due to Canadian repurchases of parts of these issues. 


Public Utilities—These have been subdivided into (1) Steam railways 
and (2) All other utilities. 


Steam Raiways.—The estimate of the investment in steam railways is made 
upon the basis of the securities of these companies. Par value is taken for the 
bonds and debentures of the Canadian National Railway, the Canadian Pacific 
Railway and miscellaneous railways in Canada. Guaranteed bonds as well as 
unguaranteed bonds are included. To this investment in the funded debt of 
the railways, there are added the common and preference stocks of the Cana- 
dian Pacific Railway at their par value and the stocks of miscellaneous railways 
where they have any value. The securities of Canadian railways located in 
the United States are omitted. ) 


Statement III shows these investments at the end of 1936. 


III. BRITISH AND FOREIGN INVESTMENTS IN CANADIAN RAILWAYS, 1936 
(In millions of dollars) 


United United Other 
Kingdom} States {Countries 


Description Total! | Canada! 


Distribution of Bonds and Debentures as 
Originally Sold 
Canadian National Bonds and Debentures—Guar- 


Tha erey 6 Hetre gk OO Ree TNR Ve DMR eee ee OC seh en A AY 1,011-4 378-4 406-1 2267 Quay cle ween 
Canadian National Bonds and Debentures—Not 

CaP ANTOOCE (Eee ee ee ee ey ier, 147-6 19-9 107-0 QO Thad: te 
Canadian Pacific Bonds and Debentures........... 553-3 124-0 287-8 L4TB Fe Le ibeats 
Miscellaneous Bonds and Debentures.............. 128-2 49-8 40-2 Bs ot eh pes dt i. 


ee ee, a 


Total Bondsand Debentures—Original Distribution] 1,840-5 572-1 841-1 7 He a BTA 
Estimated Canadian repurchases of above from 
MUTI COLL AES PROUT he est 6 oo gs CP PRED Aes ioe BA LTRS tana +100:6 | —100-6]..........J.......... 


—  —  .)s |  — — s |F | 


Estimated distribution of ownership— December 31, 


Common and Preference Stocks, December 81, 1936 


Canadian Pacific Railway—Common (Par Value). 335-0 54-0 175-5 82-9 22-6 
Canadian Pacific Railway—Preference (Par Value) 137-3 0-4 133-3 0:8 2-8 
Miscallanenuaihtaeks (O0. GO00R. aT an TERIA YR aR 12-8 36-0) eae 

PEE ER TOC St ey afaik bee's eo cae Male ome 520-1 54-4 321°6 peal 25-4 


(eedorp Torani a ea ae 2,360-6 lated 1, 062-1 546- 


1Excludes some issues entirely owned in Canada. 
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All Other Public Utilities —These include traction companies, light, heat 
and power companies (electric, natural and artificial gas), telephone companies, 
steamship companies, etc. The basic data used in this estimate are the 
capital employed figures of the annual industrial census with certain additions. 
To the capital invested in central electric stations 10 per cent is added to 
include other systems. A round figure is also added to cover miscellaneous 
utilities such as radio transmission stations, motor coach companies, etc. 

Wood and Paper Products (including logging and timber lhmits).—Census 
of Industry figures for capital employed are used as a basis for this estimate, 
but additions are made for investments in logging equipment and timber limits. 
The pulp and paper and lumber industries are important parts of this group. 

Mining, Clay Products and Other Structural Materials —Census of Industry 
figures are used as the basis for this estimate. Since 1935, the value of ore 
deposits has been excluded from the figures. The group includes all metallic 
mineral industries, companies engaged in smelting and refining, the non-metallic 
groups such as coal, asbestos, salt, etc., and clay products and other structural 
materials. Natural gas has been deducted from this group and is included with 
the other public utilities. 

Metal Industries and Non-Metallic Mineral Products——Here again the 
annual figures of the Census of Industry on capital employed provide a basis. 
The groups included are: Iron and its Products, Non-ferrous Metal Products 
and Non-metallic Mineral Products. Certain kinds of industry which are among 
these groups have been already included in the Mining, Clay Products and 
Other Structural Materials classification and, consequently, must be taken out 
of the Non-ferrous Metal Products and Non-metallic Mineral Products groups. 
The industries deducted to avoid this duplication are Non-ferrous Metal 
Smelting and Refining, Salt, Clay Products, and Cement and Lime. Capital 
employed in the manufacture of artificial gas which is in the Public Utilities 
classification has also been deducted. 

All Other Industries—The Census of Industry data form the basis of the 
valuation of investments in these industries. Industries included fall into the 
following groups: Vegetable Products, Animal Products, Textiles and Textile 
Products, Chemicals and Allied Products, and Miscellaneous Industries. 

Merchandising and Services.—This estimate was based on the Census of 
Merchandising and Service Establishments taken in 1931, covering the year 
1930, which contained a question on capital employed. Estimates were carried 
back to 1926 and on from 1930 on the basis of more or less inadequate supple- 
mentary information which was available. The annual Census of Merchandising 
does not include a question on capital employed, but some of the data which it 
does furnish throw some indirect light on the question of capital investment. 

Insurance.—Investments of British and foreign insurance companies in 
Canada are taken to be the surplus of assets over liabilities in Canada. The 
capital stock and reserve of these companies are not included among the liabil- 
ities in Canada. Details of assets and liabilities are published in the annual 
reports of the Dominion Superintendent of Insurance. Similar data concerning 
companies operating under provincial licences only are more difficult to ascer- 
tain. However, companies under provincial jurisdiction control only from 5 to 
10 per cent of the total fire business and between 2 and 3 per cent of the total life 
business. Since foreign interest in this business is small, the omission of pro- 
vincial companies is of little moment. Information is available on the geo- 
graphical distribution of the ownership of the capital stock of Canadian com- 
panies. The equity of the non-resident shareholders in Canadian insurance 
companies has been calculated and included as an additional British and foreign 
investment in Canada. A more complete discussion of these investments will 
be found in the chapter on Insurance Transactions. 
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Finance, Land and Mortgage Corporations——This group includes banks, 
trust and loan companies, mortgage corporations, investment trusts and real 
estate companies. Capital investment in banks is taken to be the liabilities 
to shareholders indicated in paid-up capital plus reserve funds. For trust, loan 
and mortgage companies paid-up capital plus reserves and surplus is taken and 
in addition, outstanding debentures and guaranteed investment certificates are 
included. For investment trusts, capital stock and bonds or debentures; for 
real estate companies, capital stock and bonds have been taken. In this latter 
class capital stock is frequently nominal and the real financing is done by 
means of bonds. 


Investments of private investment companies located in Canada which are 
beneficially owned by non-residents of Canada have not been included in this 
group. These are included in the miscellaneous item next described. 


Miscellaneous Groups.—The estimate used to cover this group is only an 
approximation. Various types of investment are included. It is a well-known 
fact that many citizens of the United States have summer homes in Canada. 
Many more have fish and game clubs in various sections of the Dominion. 
Agricultural lands are sometimes owned by people in other countries and are 
rented or leased to residents of Canada or may be worked by a staff or agent. 
Likewise there are urban real estate properties owned by non-residents. Mort- 
gages on properties in Canada are also sometimes held by mortgagees in other 
countries. Then there are considerable sums of money invested in Canada in 
prospecting for mines or carrying on development work. When such invest- 
ments come to fruition, they are included in the mining group, but an attempt 
is made here to account for the investment in such undertakings before the stage 
of discovery or production. 


A very important item, particularly in the case of the British investment 
in this group, is the value of the assets in Canada administered for persons or 
corporations residing outside of Canada. Some of these are held by private 
investment companies or holding companies incorporated in Canada, but owned 
by non-residents of this country. Stocks of Canadian companies which are 
held by such investment companies will appear in the stock registers of the 
former as held in Canada, although they will actually be owned beneficially 
by investors residing outside of Canada. Similarly investments in Canadian 
bonds held by investment companies when bought in Canada will not. be included 
among the general estimates of British and foreign investments in Canada 
unless specially considered here. Consequently, it is necessary to account for 
this type of non-resident investment in Canadian securities. 


Canadian trust companies also administer investments in Canada for 
residents of other countries. Some of these investments are held by investment 
companies in the manner described above. In such cases the Canadian trust 
companies act as administrators or agents for the owners of the investment 
companies. But there are other assets in Canada held by the trust companies 
and administered by them as agents, executors, trustees, etc., for residents of 
other countries. Included among the residents of other countries are former resi- 
dents of Canada who have changed their place of residence to a country outside 
of Canada. 


A considerable amount of information has been obtained by the Bureau 
from the trust. companies in Canada and from other sources on the extent of the 
assets in Canada administered for non-residents. The total value of these is 
quite large, especially the value of assets administered for residents of the 
United Kingdom. This field has not yet been fully covered. 


CHAPTER IV 
British and Foreign Capital in Canada—Direct Investments 


~The term “ direct investments ”’ denotes that class of international industrial 
investment which is commonly described as a “branch plant.” Theoretically 
foreign investments can be divided into two classes depending upon whether con- 
trol is concentrated in Canada or in another country. Where contro] remains in 
Canada the external investment is customarily termed a “ portfolio investment ” 
but if control resides in another country it becomes a “ direct investment.” 
Direct investments represent an international migration of business. enterprise 
and industrial capital and technique which is one of the characteristics of the 
economic organization of the twentieth century and of the latter years of the 
nineteenth century. To a large extent this has been characteristically an 
expansion of United States industry beyond the boundaries of the United 
States, and the importance of United States direct investments in Canada relative 
to those from Great Britain and other countries is an illustration of the general 
extension of United States industry to other countries. Growth of direct invest- 
ments has been related to the growth of industrialism throughout the world, 
and there are few countries where there are not important industries from 
other countries. Thus, there have been factors causing this movement of 
industries which are not peculiar to Canada or its geographical location but which 
are inherent in the tariff structure of the world and in other elements in the 
background of international trade. 


Growth of direct investments in Canada has accompanied the industrial 
development of Canada, and, indeed, has accelerated that development. The 
introduction of advanced techniques from older industrial countries has made 
possible more rapid development than would have been possible otherwise and 
has hastened the achievement of maturity. As a consequence, Canada’s exports 
of secondary products and minerals to overseas countries have grown rapidly 
and broadened the relations of Canada with other nations. 


By adding to the efficiency and variety of Canadian industry, direct invest- 
ments have contributed to the greater diversification of production in Canada. 
In this way the framework of the Canadian economy has been strengthened by 
making the country less dependent upon the vicissitudes of a few primary 
industries. Employment of a more stable character has been provided and 
there has been a greater distribution of the ‘“ overhead costs” of the country, 
such as those incurred through the provision of transportation facilities. 


Although the total value of direct investments in Canada owned in other 
countries, $2,280 million, may be an impressive total, the significance of direct 
investments in their relation to Canadian-owned industries is best understood 
when their value is compared with the total amount of capital invested in 
Canada. It is estimated that the sum of all “business” capital in Canada 
is about $18,000,000,000. This amount includes the bonded indebtedness 
of governments and municipalities in Canada, investments in railways, all 
manufacturing concerns, mines and metal industries, public utilities, trading 
establishments, finance, etc., but does not include private capital in farms, 
domestic real estate, etc. Of this sum, it is estimated that about $11,000,000,000 
or 62 per cent is owned in Canada and 38 per cent is owned abroad, allowing for 
all classes of British and foreign investments in Canada as well as the invest- 
ments that may be considered “ direct.” 
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There are marked variations in the relative importance of direct invest- 
ments in the different groups of Canadian industry. In some industries, notably 
the automobile industry, and the industries producing rubber products and 
electrical apparatus, the proportion’ of total production which comes from 
plants owned outside of Canada is quite high. It is notable that these are 
mass-production industries which have attained a high degree of efficiency 
in the United States. On the other hand, many important Canadian industries 
are predominantly owned in Canada, the percentage of production in foreign 
owned plants being very small. Examples are provided by the textiles and 
primary steel industries. Although there are some important plants in the 
pulp and paper and hydro-electric power industries which are controlled outside 
of Canada, the major portion of these characteristically Canadian indus- 
tries is controlled in Canada. Agriculture provides a conspicuous instance Bt 
Canadian ownership. : : 


It must also be recognized that the foreign control which is suggested’ by 
foreign ownership is, in many instances, only potential. The degree to which 
this potential control is exercised varies’ considerably and the large total value 
of foreign direct investments in Canada is apt to be misleading unless this is 
understood. The total investment includes the capital invested in a great 
many enterprises, many of which are small and uninfluential in their respective 
industries and trades. 


In short, the large foreign direct investment in Canada does not point to 
the domination of Canadian business by non-residents. Owing to the dispersion 
of these investments over a wide field of industries, there are only a few industrial 
groups‘in which the foreign enterprises predominate. Even in these groups the 
total foreign direct investments are usually made up of a number of competing 
enterprises. The importance of direct investments in the Canadian economy 
lies rather in the effects they have had upon the rapid industrial development 
of Canada, the advanced industrial techniques they have introduced into the 
country, the stimulation they have provided to the growth of Canada’s exports 
of secondary products to overseas countries, and their effects upon the Canadian 
balance of international payments. Direct investments in Canada are a product 
of modern international commercial relations rather than the economic penetra- 
tion of Canada because of its geographical location. 


It has been stated above that direct investments connote external con- 
trol of an industry. Where external control is. lacking the investment is 
termed a portfolio investment. The distinction usually depends upon_ the 
intention of the investor at the time he makes his investment in Canada. If he 
wishes to place money in a Canadian corporation and is satisfied with the 
existing management, he buys securities issued by the corporation and includes 
them in the portfolio of his investments. If his intention is to start a new 
enterprise or to take over control of an existing one, his investment in Canada 
is a direct investment... Obviously it is impractical to attempt to classify 
investments according to the intention of the investor. All that can be done is 
to infer intentions from a limited field of actions.. This can be carried out with 
a high degree of accuracy in many instances, but there are cases where the 
results are somewhat uncertain. Over 99 per cent of the stock of the B. F. 
Goodrich Rubber Company of Canada Limited is owned by B. F. Goodrich 
Company of Akron, Ohio.! More than 69 per cent of the common stock of 
Aluminium Limited is held by a small group of shareholders in the United 
States.2 There is no difficulty in classifying these cases as direct investments. 


1 Standard Corporation Records, July 20, 1938, page 7474. | 

2National Recovery Administration, “Report on the Aluminum Industry” (Washington, 
1935); and “The Aluminum Company of America”, Fortune, September, 1934, pages 46-52, 
100-111. Dae a 
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We can assume that the intention of the majority interests in both companies 
was to put money into a Canadian company to be controlled by them. The 
shareholders of Aluminium Limited are individuals and the only effective share- 
holder of the B. F. Goodrich Rubber Company of Canada Limited is a corpora- 
tion, but the principle is the same whether applied to individuals or corporations. 
If enough of the ownership of the capital invested in a Canadian corporation 
is concentrated in another country to establish control of the corporation in 
that country, the corporation can be referred to as a direct investment of that 
country in Canada. 


Suppose that instead of 69 per cent or more of Aluminium common only 
25 per cent was owned in the United States. If this amount of stock were in 
the hands of an organized group of shareholders and if the remaining 75 per cent 
were scattered in small holdings, it would still be possible for the organized 
minority to control the direction of the company. Such a situation, however, is 
not a common occurrence, and where it does occur there is no guarantee that it 
will continue. All that can be said with certainty is that, as the proportion of 
a company’s securities held in another country increases, the probability of the 
company being controlled in that country also increases. The situation is 
simplified where there is a parent company outside of Canada. In such cases 
the interest of the parent, whether majority or minority, is obviously concen- 
trated in one place and is capable of effective application. In 1934 American 
Telephone and Telegraph Company held about a quarter of the shares of the 
Bell Telephone Company of Canada, while almost two-thirds were held in 
Canada. Having no information to the contrary, we must assume that 
the majority of Canadian interest was scattered among small shareholders 
and that the minority investment of the American company was sufficient to 
class the Canadian company among United States direct investments in Canada. 
This type of connection is often referred to as “ affiliation” rather than as 
“control,” but “affiliation” is a vague term and suggests types of connection such 
as manufacturing rights or agreements which in themselves are insufficient to 
establish direct investment. 


When applying the theory of effective control outlined above to an organi- 
zation having no parent company outside of Canada, the problem becomes more 
difficult. As a working principle the Bureau of Statistics requires concentration 
in one external country of 50 per cent or more of the total investment in a cor- 
poration having no parent company outside of Canada before that corporation 
is classed as a direct investment. Minimum concentration of 50 per cent or 
more of the total investment in one country is not assumed to establish control 
in itself. It is accepted as evidence of the probable intention of the investors. 
When this principle is applied to large companies, it is considered in conjunction 
with all other available data which might throw light on the subject. Fifty-five 
per cent of the common stock of Canadian Pacific Railway Company and ninety- 
five per cent of the preferred were owned in the British Empire outside of 
Canada at the end of 1937.4 More of the company’s bonds were owned in 
Great Britain than in any other one country. Assuming that the stock interest 
in the British Empire outside of Great Britain and Canada was negligible, the 
majority of the total investment was clearly in Great Britain at the end of 
1937. However, only two directors out of a total of eighteen were domiciled in 


Ownership Per cent of Stock 
MAC ATON OFA, da te caudst. U5, lin <é.h Deal Die ements a 0 lied act eo 66.5 
United States— 
American Telephone and Telegraph Co.. .. .. .. 1. 0. 0. ee ee ee 24.2 
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; "_The Toronto Globe, ‘November 16, 193}. 
ae mae, Report of Canadian Pacific Railway Company for the year ended December 31, 
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England, and it is well known that the management has been in Canada since 
the formation of the company. It must be inferred from the above that the 
majority British interest is distributed among private investors who have 
no immediate intention of controlling the policy of the company. 


The Jast-mentioned feature of direct investments has been responsible for 
much of the lack of uniformity in treatment of the subject. The Bureau of 
Foreign and Domestic Commerce of the United States Department of Com- 
merce has made several investigations into the subject of direct investments by 
the United States. It includes a number of instances in its classification of 
direct investments in foreign companies where less than 50 per cent of total 
investment is owned in the United States. In its 1936 report on American direct 
investments in foreign countries, the Bureau of Foreign and Domestic Com- 
merce defines American direct investments abroad as follows: “ All American 
investments in those foreign corporations or enterprises which are controlled 
by a person or small group of persons (corporate or natural) domiciled in the 
United States, or in the management of which such person or group has an 
important voice.”5 Regarding quantitative measurement of control as a factor 
in the definition of American direct investments abroad, the Bureau of Foreign 
and Domestic Commerce states: “In no case has an investment holding of 
less than 10 per cent (of common stock) been included in this category, and 
interests of less than 20 per cent are few in number and small in value relative 
to the total of direct investments.”°® The application of this principle to direct 
investments in Canada would result in larger totals than those obtained by the 
method described in this report. 


Differences of opinion exist not only as to the amount of external invest- 
ment that is normally required to establish control, but as to the type of 
security in which such external investment must be made. It is usual for 
corporate directors to be elected by the holders of common stock. Hence 
common stock can be looked upon as the “controlling” security. However, 
many issues of preferred stock have participating features which give to their 
holders a share in the management in the event of non-payment of dividends 
for a specified length of time. Bondholders are usually looked upon as creditors 
of a corporation rather than as owners, but they have a potential source of 
control which materializes under circumstances defined in the bond— 
generally upon default in payment of interest. For these reasons the Dominion 
Bureau of Statistics has based its classification on total investment rather than on 
stock alone or on common stock alone. In practice there are few cases which 
hinge exclusively on this question, because when Canadian companies are con- 
trolled out of Canada, the tendency has been (at least, until fairly recently) for 
bond issues to be floated in the same country in which stock control is held. It is 
estimated that classification according to stock alone would result in a total 
British and foreign direct investment in Canada within one per cent of the 
amount shown in the tables. 


Unincorporated Branches 


There remains one other type of direct investment, viz., the unincorporated 
branch plant. The Quaker Oats Company of Chicago and H. J. Heinz Company 
of Pittsburgh both have direct investments in Canada. Their Canadian opera- 
tions differ from those which have been described above in that they operate 
Canadian branches which are controlled directly from their United States head 
offices without the intervention of Canadian subsidiary companies. This type 


5American Direct Investments in Foreign Countries—1936. U.S. Department of Com- 
merce, Bureau of Foreign and Domestic Commerce. Pages 2 and 3. 
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of investment is becoming less common than it was formerly, and at least one 
large United States company which used to operate an unincorporated branch 
has now incorporated a Canadian subsidiary.® 


The term “branch plant”, which, in a restricted field, is sometimes used in 
the same sense as direct investment, no doubt originated from unincorporated 
factory branches of external manufacturing companies. Early investigations 
into the-subject of direct investments were mainly concerned with manufactur- 
ing firms. When the field was extended to companies engaged in merchan- 
dising, financial and other operations, an expression of more general application 
was found necessary and “direct investment”? was substituted for “branch 
plant.” 


Some of the advantages of Canadian INCHEP ORAM AR are pointed out in the 
following extract:— . 


“Tncorporation under Dominion law entitles a foreign Sai to 


operate anywhere in Canada. . . . Subsidiaries have to submit their own 
statements to the authorities, while a branch must submit statements for the 
parent company as well, and .-. . in some provinces taxation is based: on 


total. authorized capital. whieh, in the case of a branch, is the capital 7 sey 
parent company.”’7 .- 


As to unincorporated BPA: some United States companies ern ‘to 
operate their Canadian plant on exactly the same basis as their branches in 
the United States. The Yale and Towne Manufacturing Company, of Stam- 
ford, Connecticut, actually dissolved its Canadian limited liability company 
in 1928 and since then has operated its Canadian plant as ‘The Yale and 
Towne Manufacturing Company, Canadian Branch.’ 


It should be noted that British and foreign investments in residential 
properties, agricultural lands and other classes of real estate have not been 
included in this study of direct investments except when held through some 
corporate organization. Investments such as these made by individuals are not 
quite comparable with the commercial, industrial and financial investments 
making up the direct investments shown in this report. 


Definition of Direct Investments in Canada 


The definition of the companies, data respecting which are included in this 
tables on direct investments in Canada, is as follows:: “(Companies carrying on 
some or all of their operations in Canada, which are branches of or controlled 
by companies incorporated out of Canada, or are controlled by «individuals 
domiciled out of Canada.’”’ A footnote to these tables states that ‘“ subsidiaries 
of Canadian companies which come within the above definition are’ them- 
selves considered as coming within the definition.” . To illustrate: before its 
reorganization in 1938, all common stock of Gatineau Power Company: -was 
owned by Canadian Hydro-Electric Corporation Limited, a company with 
Dominion charter having its head office in Montreal. Hence all common stock 
of Gatineau Power Company at the end of 1937 was owned in Canada. At 
that time, however, Canadian Hydro-Electric Corporation Limited was: con- 
trolled by International Hydro-Electric System, a Massachusetts CORROT AMOR, 


6 American Gyhnantia Company, of New York, gneratad its plant at Niagara Falls, Orie 
without Canadian incorporation from 1907 until 1935 or 1936, when it transferred all its 
Canadian: operations to its Canadian subsidiaries, North American. Cyanamid Limited and 
Dillons-Klipstein, Limited. . 

‘American Direct Investments in Foreign Countries, United States Trade Information 
Bulletin No. 731, pages 31-32. 

8 Marshall, Southard and Taylor, faci usta oe -American Industry,” page 223, Yale Univ. ersity 
Press, New Haven, 1936. 
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which in turn was controlled by International Paper and Power Company of 
Boston. The effect of the above-mentioned footnote is to bring into the tables 
the indirect United States investment in Gatineau Power Company which 
otherwise would have been omitted, as that company does not come within the 
above definition of direct investment. The prevalent use of holding companies 
has rendered situations such as this fairly common in recent years. 


Data in Table 2 have been classified according to the countries of origin 
of the external investments. As a matter of convenience such countries have 
been classified as follows: 1, the United States; 2, Great Britain; 3, all other 
countries (including those parts of the British Empire other than Great Britain 
and Canada). The third classification, “all other countries”, is considerably 
smaller than the other two, both in number of companies and in volume of 
investment, and cannot very well be sub-divided due to statistical limitations. 
In volume of investment France ranks next after the United States and Great 
Britain, while Switzerland, Holland, Germany, Sweden, Turkey, Norway, and 
Japan are among the other countries represented, in addition to Newfoundland, 
Australia and other parts of the British Empire. 


Sources of Information 

1. Stocks 

Some idea has been given in the preceding pages of what companies are 
included in the field of direct investments in Canada. Before a company can 
be classed as a direct investment certain facts must be known regarding its 
financial structure. A brief summary is now given of the methods by which 
the necessary data are obtained. Geographical distribution of ownership of 
shares is published by some of the larger Canadian companies. When all shares 
are in the hands of one shareholder, i.e., are held by a parent company, the 
information is commonly given in financial publications, provided there is 
sufficient public interest in the parent company to warrant mention in such 
publications. However, in the usual case where shares are scattered, the infor- 
mation can be obtained only from the company itself. Every Canadian com- 
pany is obliged to maintain a shareholders’ register in which appear the names 
and addresses of all shareholders together with the number of shares owned by 
each. During the past nine years, between fifteen and twenty thousand Cana- 
dian companies have furnished data concerning the geographical distribution 
of ownership of their outstanding shares. Of this number more than 2,400 repre- 
sent direct investments in existence at the end of 1937. This should not be 
interpreted to mean that more than 16 per cent of all companies in Canada are 
British or foreign direct investments. The total number of companies carrying 
on business in Canada is much larger than twenty thousand. Selective treat- 
ment was applied to lists of companies before questionnaires were sent out. 
Companies which appeared unlikely to contain external investment were 
omitted. The name of the company frequently gives an indication of external 
investment, and in other cases the fact that some of the directors are domiciled 
outside of Canada is evidence pointing in the same direction. Provincial gazettes 
publish names of companies to which extra-provincial licenses have been granted. 
Municipal boards of trade, industrial associations and other organizations have 
prepared lists of companies having affiliations of one kind or another with parent 
or other companies outside of Canada. Questionnaires have been sent to com- 
panies on lists of this nature. For these and other reasons it has been possible to 
avoid sending questionnaires to many thousands of purely Canadian companies 
containing little or no external capital. These records were begun in the year 1931 
when all corporations reporting to the Industrial Census and the Merchandising 


Census of the Dominion Bureau of Statistics were requested to furnish data 
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on ownership of their capital stock. Since that time the information has been 
brought up to date at regular intervals and the investigation has been extended 
to embrace corporations in all fields of business. 


Data on ownership of stock used in preparation of the tables were obtained 
by questionnaires sent out during the five years 1934-1938 inclusive. It is the 
practice of the Bureau to maintain a permanent record of the ownership of 
stock in companies containing external capital and it has been found that, with 
a few exceptions, significant changes of ownership from one country to another 
in the stock of externally-controlled companies do not occur frequently. The 
stock of companies in which there is active market interest sometimes shows 
significant international movements. Such companies are given exceptional 
treatment. In most cases it has been found unnecessary to ask companies for 
information regarding ownership more often than once in four or five years. 


Minor errors in the tables are occasioned by the existence of nominee share- 
holders. In some cases there is a difference between the registered shareholder 
and the beneficial owner. Market activity is an important factor in this question. 
A street certificate registered in the name of a Canadian broker may be held 
by the broker for a Canadian or for a national of another country. Little is 
known of the extent of nominee ownership of the shares of Canadian companies, 
but it is not likely to affect materially the data in the tables, as direct invest- 
ments from countries outside of Canada are not likely to be a field in which 
there is much nominee ownership. It is a phenomenon more closely associated 
with portfolio investments than with direct investments. 


2. BonpDs 


Since many bonds are unregistered, it is not possible to obtain the same 
degree of accuracy in measuring their geographical distribution as in the case 
of stocks. Nevertheless, very good results have been obtained for corporation 
issues. Information as to registered issues is readily available in the books of 
corporations. Many corporations are also able to furnish data concerning 
unregistered issues. Where even approximate information cannot be supplied 
by the debtor firm, estimates have been based on the original distribution at 
the time of issue. For changes in ownership during subsequent years, as 
explained elsewhere, definite information is not obtainable, but more accurate 
information has been collected in recent years. | 

The total amount of corporation funded debt included in the tables is 
approximately $486 million. This total includes bonds, debentures, debenture 
stock and other forms of long-term funded debt. Data regarding distribu- 
tion of 79 per cent of this amount were obtained by questionnaire from the 
issuing companies, data for 17 per cent of the total were obtained partly from 
the companies and partly from other sources, and data for the balance, or 
4 per cent, were obtained entirely from other sources. These figures show that 
errors in distribution of funded debt arising out of estimates based on original 
flotation are not likely to affect seriously the data in the tables. 


Number of Companies 


Reference has been made in various publications to the number of branch 
plants or branch factories which British and foreign capital has established 
in Canada within stated periods. Such reports are seldom explicit in defining 
the unit which has been used in their compilation. At the end of 1937, 
General Electric Company of Schenectady controlled five branch factories in 
Toronto, one in Peterborough, and one in Lachine, all being operated by the 
Canadian subsidiary, Canadian General Electric Company Limited. At that 
time, Borden Company of New York, through its Canadian subsidiary, the 
Borden Company Limited, held a controlling interest in City Dairy Company 
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Limited of Toronto, Ottawa Dairy Limited of Ottawa, and nine other corpora- 
tions engaged in the Canadian milk and milk products business. These opera- 
tions might be described as seven branch plants for General Electric Company 
and twelve for Borden Company. From the United States point of view they 
might be considered as two Canadian investments, one by General Electric 
Company and one by Borden Company. The policy of the Dominion Bureau 
of Statistics has been to adopt the corporation as the unit, irrespective of the 
number of factories or plants in which its operations are carried on. Accord- 
ing to this method, the examples given above would total thirteen units. Sub- 
sidiaries of Canadian companies are included in compilations showing number 
of companies, irrespective of whether they are wholly owned or partly 
owned by their parent companies. 


Typically, direct investments in Canada carry on operations in one muni- 
cipality, and usually at one location within the municipality. The widest 
disparity from the typical case arises in the retail merchandising chains. Great 
Atlantic and Pacific Tea Company Limited operated more than 200 Canadian 
retail outlets in 1937. Imperial Oil Limited, although primarily a manufactur- 
ing company, had approximately 1,600 distributing stations and 670 gasoline 
service stations scattered throughout Canada in 1937. 


The number of companies appearing in the tables is slightly smaller 
than the total number of direct investments which were on record at the end 
of the year 1987—the reason being that the records always contain some com- 
panies for which investment data are incomplete or cannot be obtained. 


Classification by Type of Business 


Classification according to type of business is shown in the tables according 
to the following divisions: manufacturing, mining, utility, merchandising, finan- 
cial, and a residue which has been termed “miscellaneous.” Companies carry- 
ing on more than one kind of business create a problem which has necessitated 
somewhat arbitrary treatment. Some direct investments whose chief activity is 
manufacturing also transact a retail merchandising business. As investment 
values and geographical distribution of ownership of a company incorporated 
in Canada are calculated from data regarding securities issued by the company, 
it would not be practical to attempt to break down the total investment accord- 
ing to different activities carried on by the company. The total assets of 
Canadian Westinghouse Company Limited shown in its annual statement 
as of December 31, 1937, amounted to seventeen million dollars. We know 
that this company carries on a manufacturing and a merchandising business, 
but we are not in a position to say that a certain proportion of its assets repre- 
sents an investment in manufacturing and the balance represents an investment 
in merchandising. The only practical way to deal with such companies is 
to classify the whole investment according to the chief activity carried on by 
the company. For this reason the classification “merchandising” appearing in 
the tables should be considered in relation to companies whose chief function 
is merchandising. The tables do not indicate the amount of external capital 
behind Canadian merchandising in general. Although the above question is 
of some significance in the manufacturing and merchandising fields, it is 
negligible in the other kind-of-business classifications shown in the tables. 


Methods of Evaluating Direct Investments 


1. CoMPANIES INCORPORATED IN CANADA 


Reference was made above to the methods by which geographical distribu- 
tion of ownership of corporate stock and bonds was obtained. Corporate stock 


and bonds are the evidence of ownership or proprietary interest in a corporation. 
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Hence, if satisfactory valuations can be obtained for these securities, it becomes 
a simple matter of calculation to find the investment of an external country in a 
Canadian corporation. 


Generally bonds or other evidences of funded debt are repayable at par 
on maturity. Hence, for this purpose, par is a fair value to attribute to bonds. 
Most issues of preferred stock have a fixed claim upon the capital and earnings 
of the issuing corporation. So long as the preferred dividends do not fall in 
arrears, the average preferred shareholder has no immediate concern in the 
amount of profit earned by his company. There is unlimited variety in the 
special provisions that have been applied to preferred shares, but the protection 
which is afforded to most issues has the effect of restricting fluctuations in value 
and renders par or stated value a satisfactory basis for the purpose under 
consideration. 


Common stock represents the residuary interest of the shareholders after any 
prior claims represented by preferred stock or funded debt have been satisfied. 
Various investigators have used different methods of evaluating this residuary 
interest. Par value, market value, and capitalized earnings have all been used. 
The measure of value for common stock adopted in this study® is the equity of 
the common shareholder represented by the value at which the shares are carried 
in the company’s annual report plus accumulated surplus or minus accumulated 
deficit.19 Even this method is not ideal. Lack of uniformity in accounting 
practice results in different ways in which assets are valued and balance sheets 
are drawn up. When applied to a company in receivership, it may produce 
results more in accordance with the operations of the company before the receiver 
was appointed than with current operations. Although not perfect, this method 
probably produces a truer picture of values of investment in common stock than 
any of the three alternatives mentioned above. It has been adopted for recent 
investigations into direct investments by the Bureau of Statistics and by the 
United States Department of Commerce. 


Financial publications publish balance sheets of all the larger Canadian 
companies in which there is public interest. Direct investments, however, con- 
stitute a class of company in which there is less than average interest from a 
financial point of view. ‘Considerably more than half of the Canadian com- 
panies that are controlled directly in the United States are owned in the United 
States to the extent of 99 per cent or more. Financial publications cater to the 
investing public and seldom publish balance sheets of companies in which there 
is little market interest. As a means of obtaining security valuation data from 
such companies, the Dominion Bureau of Statistics sends an annual schedule 
qanestine the company to extract the necessary information from its balance 
sheet. 


Adjustments Due to Operations Outside of Canada 


An anomalous situation arises in a few cases where a British or foreign 
direct investment in Canada finds it advantageous to carry on operations 
outside of Canada, or where foreign subsidiaries are held for the parent 
company through the intermediary of the direct investment in Canada. 
Lack of requisite raw material in Canada has caused several Canadian 


®' The “capital employed” method of estimating the value of direct investments presents 
peculiar difficulties because the Industrial Census records relate to individual factories. See, 
Sa pages 20-24 describing the close results obtained for total investments by the two 
methods. 


10Jn the case of companies having common and preferred stock outstanding, accumulated 


deficits are applied first against the common; any deficit remaining thereafter being applied 
against the preferred. 
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companies controlled by United States capital to make substantial invest- 
ments in countries other than Canada and the United States. In most 
cases the external operations are conducted by companies subsidiary to the 
Canadian company, incorporated either in Canada or in the country in which 
operations are carried on. Imperial Oil Limited owns all the preferred (voting) 
stock and sixty per cent of the common of International Petroleum Company 
Limited, a company with Dominion charter which carries on all its operations 
in South America.1! Aluminium Limited, either directly or indirectly, mines 
bauxite in British Guiana; operates a smelter and fabricating plant in Italy; 
has a substantial interest in two smelting plants in Norway; and owns companies 
in seven other European countries and the Far East.12 The International Nickel 
Company of Canada Limited has an interest of over 99 per cent in the Mond 
Nickel Company Limited, which operates a nickel refinery at Clydach, Wales, 
with annual capacity of 21,000 tons of refined metal.1® Wholly-owned sub- 
sidiaries of Ford Motor Company of Canada Limited operate assembly plants 
at Port Elizabeth, South Africa; Geelong, Australia; Bombay, India; Singapore. 
Straits Settlements; and Wellington, New Zealand.14 


Operations outside of Canada are carried on by eight companies which come 
within the definition of British or foreign direct investments in Canada. These 
companies have total investments abroad of $164 million, of which over 99 
per cent is due to operations of the four companies mentioned above. Before 
investment data for such companies were included in the tables, deductions had 
to be made on account of investments abroad. As mentioned above, the amount 
of capital in a Canadian company controlled abroad is obtained from the values 
at which the company’s securities are carried on its own books. In the same 
manner, as will be seen in Chapter VII below, the amount of a Canadian direct 
investment abroad is usually obtained from the value at which the investment is 
carried on the books of the company outside of Canada. But investments out- 
side of Canada are not always carried at the same valuation on the books of the 
Canadian company as on the books of the company abroad. Hence data in 
tables relating to Canadian direct investments abroad have not been used to 
adjust total investment data of companies operating in Canada and outside of 
Canada in order to arrive at net investment in Canada. For this purpose, the 
values of investments outside of Canada were obtained from the books of the 
Canadian company wherever possible, and were deducted from figures for total 
investments obtained from the same source. In a few instances where the value 
of investments outside of Canada was not shown in the books of the Canadian 
company, estimates from other sources were used. 


2. UNINCORPORATED BRANCHES 


Unincorporated Canadian branches of British or foreign companies were 
valued on the basis of net assets in Canada. Except in the case of insurance 
companies it was necessary to obtain this information directly from the 
companies by correspondence. For insurance companies the data are furnished 
in the annual report of the Superintendent of Insurance. In this report assets 
are limited to the assets of the Canadian branches doing business in Canada. 
If the home offices of the companies abroad hold other Canadian securities, 
these are more comparable to “portfolio” investments in Canada. It should 
be recognized that even the assets of the branches in Canada have a certain 
“nortfolio” character as, for the most part, they take the form of bonds of 
Canadian governments and municipalities. However, the fact that these invest- 


11 Standard Corporation Records, September 20, 1938, p. 7075. 

12 Standard Corporation Records, May 17, 1938, p. 7805. 

13 The Financial Post Survey of Corporate Securities, 1937, p. 259. 
14 The Financial Post Survey of Corporate Securities, 1937, p. 131. 
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ments are closely related to the business of the Canadian branches of the 
companies gives them a place in this study of direct investments. The effects 
of direct investments upon the balance of payments are dealt with in the chapter 
on “ Movements of Capital connected with International Direct Investments 
and Trust Companies.” 


Analysis of Tables—1937 Data 


Sections C, B, and D of Table 2 show the investment from all sources 
in Canadian industry controlled in the United States, in Great Britain, and 
in other foreign countries respectively. It is to be noted that the term “direct 
investment” applies only to the value of the investments owned by security- 
holders located in the same area as the controlling interests. Thus in Section 
C, the amounts shown in the column headed “United States’ represent direct 
investment, and those under the headings “Canada,” “Great Britain” and 
“Other Countries” represent portfolio investments from these areas. Similar 
remarks, mutatis mutandis, apply to Sections B and D. 


The total direct investment in Canadian industry from all external sources 
at December 31, 1937, was $2,279:5 million, this investment establishing control 
over corporations and branches in Canada with a total valuation of approxi- 
mately $2,808:0 million. Of the direct investment no less than $1,868-9 million 
or 82 per cent originated in the United States. This amount was five times as 
large as the $367:2 million which represented British direct investment at the 
same date and which was 16-1 per cent of the total. All other countries abroad 
supplied only $43-5 million or 1-9 per cent of the total. 


Capital invested in manufacturing companies is the most important item 
in these figures, accounting for almost half of the total, with the utility group 
in second place. The actual percentage figures showing how the total external 
direct investment is distributed among different kinds of business are as 
follows: 


Per cent 
Manufacturing . oo 7 i NPAT tL one Oat, ORIEL TASTE OTN UIE ere 
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In each kind of business there is a preponderance of American over non- 
American direct investment, this preponderance being greatest in the utility 
group where 95-9 per cent of the external direct investment is of United States 
origin, against 3-7 per cent from Great Britain and 0-4 per cent from other 
countries. In the various types of business the geographical distribution of 
direct investment is as follows: 


IV. ‘DISTRIBUTION OF VALUE OF DIRECT INVESTMENTS 


Percentage of Total External Direct 


Investment derived from 
Type of Business ek 9 


United Great Other 
States Britain Countries 
Manufacturing iri ateeih lant. orks, tak Pane es 5 sole beds Veer 86-3 13-3 0-4 
DEA 55) Suu sigan” Wace tied SF id loaeuk de tecadinrs Son? a haus aay Bataan < ubcea athe | San ae 90-2 9-5 0-3 
Utility. . Dehn a ieee PRUE NAR USHA NS ol BRR a Rs 25.0 ae on ec 95-9 Or t, 0-4 
Merchandising yen - exth: i osm ot a dW ace tl 74-5 24-0 1-5 
Financial 6 Eee Siar 8 | CR RRS ON Se ee 2 44-9 44.4 10-7 
Dliscellancows {se enl SN UR ne Se VAe ra Cra eee. Oe er 93-5 4-8 1-7 


BRITISH AND FOREIGN CAPITAL IN CANADA—DIRECT INVESTMENTS 39 


The above statement maybe considered in conjunction with that which 
follows, showing how the externally-controlled companies in each type of Cana- 
dian industry are to be classified according to the number controlled in each 
area. ‘The total number of these, as shown in Section A of Table 2, was 2,440 
at the end of 1937, 1,952 of these (80 per cent) being American-controlled, 402 
(16-5 per cent) being British-controlled and the remaining 86 (3-5 per cent) 
being controlled in other countries. 


V. DISTRIBUTION OF NUMBER OF DIRECT INVESTMENTS 


Percentage of Total Number 
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There is, as is to be expected, a certain parallelism between these two 
statements. The number of companies controlled abroad elsewhere than in 
the United States or Great Britain forms a more imposing portion of the total 
in almost every case than does the corresponding direct investment, on account 
of the fact that these companies are in general smaller than similar enterprises 
controlled by British or American capital. A notable exception to this is 
found in the financial group where certain companies of large size have been 
developed for the purpose of investing continental European capital in Canadian 
mortgages. It will be observed that in the financial group British direct invest- 
ment also is prominent, being almost equal in value to that from the United 
States, although the number of companies controlled in Britain is only one- 
third of the American-controlled number—a state of affairs reflecting the fact 
that the British-controlled companies in this field are, on the average, longer- 
established and larger in size than their American-controlled competitors. 
Similarly, the strength of such well-established firms of British origin as the 
Hudson’s Bay Company is an important factor in the relative prominence of 
British direct investment in the merchandising section of the statements. 


Degree of Control 


We have referred above to the fact that an external direct investment of 
$2,279°5 million establishes control over industry with a total valuation of 
$2,808-0 million, the controlling interests thus representing 81-2 per cent of the 
whole. The minority interests are chiefly Canadian, being distributed among the 
different areas as follows: Canada 15-6 per cent, United States 0-6 per cent, 
Great Britain 2:2 per cent, other countries 0-4 per cent. These figures indicate 
that comparatively little external capital is invested in Canadian enterprises 
whose control is located in areas other than that in which the investor resides. 

A footnote to the tables points out that, for the purposes of this survey, 
concentration in one external country of 50 per cent or more of the total invest- 
ment in a Canadian company is accepted as prima facie evidence of control. 
The fact that controlling interests represent 81-2 per cent of the total invest- 
ment would suggest that cases where control is entire, or nearly so, predominate 
over those in which it is established by ownership of a small majority of the 
issued securities. For further light on this subject, we may quote from a study 
made recently with regard to American-controlled companies chartered in Can- 
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ada, to determine what percentage of these were entirely (or practically so) 
owned in the United States. These companies were classified under three 
headings, as follows: 

(a) Companies whose stocks and bonds are owned in the United States to 

the extent of 99 per cent or over (52-8 per cent of the total number). 

(b) Companies whose stocks and bonds are owned in the United States 

to the extent of less than 99 per cent (35-4 per cent of the total 
number). 

(c) Wholly-owned subsidiaries of companies in (a) and (b) (11-8 per cent 

of the total number). 

It will be seen that class (a) includes more than half of the total number of 
companies in all classes; if to these one adds the number of unincorporated Cana- 
dian branches of American companies and a certain number of wholly-owned 
subsidiaries in (c), one finds that over sixty per cent of American-controlled enter- 
prises in Canada are owned practically in entirety in the United States. 

The above study was not extended to companies controlled in Great Britain 
and elsewhere abroad, but the general deductions would apply to these groups 
almost equally well. Examination of the figures given in Table 2 reveals that 
while controlling interests in the American-controlled group represent 80-2 per 
cent of the total investment there, the comparative figure for the British-con- 
trolled group is 86-8 per cent, and for the group controlled in other countries 
80:7 per cent. This would appear to indicate that among British-controlled com- 
panies entire ownership is somewhat more common than among companies con- 
trolled in the United States or elsewhere abroad. 


Types of Organization 


There are four ways in which externally-controlled Canadian enterprises may 
be organized in order to maintain connection with the controlling interests in 
another country. 

(a) The Canadian enterprise is a branch (not incorporated in Canada) 
of a British or foreign company. (Under this heading are also included 
such companies as the Hudson’s Bay Company, which are incorporated 
abroad but which operate wholly or mainly in Canada.) 

(6) The Canadian enterprise is a partly- or wholly-owned subsidiary (with 
a Canadian charter) of a British or foreign company. 

(c) A majority of the issued securities of the Canadian company are held 
by private individuals or groups resident abroad, but there exists no 
corporate connection between the Canadian company and any British 
or foreign company. 

(d) The Canadian company is a subsidiary of a company of type (b) 
or type (c), and is then held to be under the same external control as 
its parent company. 

Of the 2,440 externally-controlled units of Canadian industry existing as at 
December 31, 1937, 577 or 23-6 per cent are included under heading (a) above 
(enterprises not incorporated in Canada). While this type is of considerable 
importance numerically, these units are on the average less than half as large as 
those of the other three types, and represent about 10-9 per cent of the total 
investment or 13-4 per cent of the total direct investment. ‘Companies under 
headings (b), (c), and (d) account for approximately 53 per cent, 12 per cent 
and 11 per cent of the total number respectively. 

Forms of Investment 

For the purposes of this report, investment figures have been classified under 
four headings—capital stock (common and preferred combined), funded debt, 
other long-term indebtedness, and net assets in Canada. The fourth item is 


BRITISH AND FOREIGN CAPITAL IN CANADA—DIRECT INVESTMENTS 41 


restricted to unincorporated branches of external companies, which have been 
already discussed in the above section “ Types of Organization.” 

_ Figures for common and preferred stocks have been combined because in 
many cases the distinction between these is ill-defined. The term “funded debt” 
covers various liabilities described as bonds, debentures, debenture stock or other- 
wise, generally with fixed rates and dates of payment of interest and with fixed 
dates of maturity. Occasionally there exists a certain vagueness of description 
of a liability which makes its classification as “funded debt” a debatable point, 
but these cases are few and unimportant. It should be noted that in the case of 
subsidiaries of Canadian companies (which comprise about one-ninth of the 
total number of enterprises covered by this report) a deduction has been made 
from the value of their capital stock, and in some cases from the amount of 
their funded debt, on account of the ‘holdings of a parent company whose securi- 
ties are also tabulated. The possibility of duplication in these fields is thus 
eliminated. 

The comparative importance of investments made in these four different 
forms is illustrated in the following statement, which shows the percentages 
of these items in the total direct investment in externally-controlled companies 
and in companies controlled in the United States, in Great Britain, and in other 
countries respectively. 

VI. FORMS OF INVESTMENT 


Percentages of Different Forms of Investment 
(Total Direct Investment =100) 
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It is noticeable from the above statement that practically one-third of the 
total direct investment from Great Britain and from ‘other countries” is in the 
form of net assets of branches not incorporated in Canada. Among the factors 
contributing to this result, not the least important is the existence of certain 
large companies which operate almost entirely in Canada in the merchandising 
and financial fields, and which were incorporated before the war in Britain or 
in another European country. 

Comparison of 1937 and 1936 Data 

In Table 2 figures for 1987 and for 1936 are given together for purposes of 
comparison. The 1936 figures here given have been based upon those published 
in “ British and Foreign Direct Investments in Canada and Canadian Direct 
Investments Abroad—1936,” with certain important changes due to revision 
since that publication was issued. The chief change is due to the addition of the 
item “other long-term indebtedness.” When the 1986 report was drawn up, data 
regarding this item were very incomplete; but during the past year all firms 
under external control have been requested to give information on this point, 
and in this way not only have very full data been obtained for 1937, but it has 
been possible to revise the 1936 figures to include an estimated total for “other 
long-term indebtedness.” Some other necessary alterations have been made to 
the 1936 figures in the light of new information obtained with regard to certain 
companies—e.g., more up-to-date information has been secured with regard to 
distribution of ownership, some companies have been deleted from the records 
and others added (these changes properly dating from 1986 or earlier), and in 
some cases the reception of a delayed report has made it possible to substitute 
accurate figures for estimates. 
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CHAPTER V 
British and Foreign Capital in Canada—Portfolio Investments 


It has been seen that direct investments in Canada are a large proportion 
of total outside investment and that there is a great diversity as to type. 
Portfolio investments are likewise much varied and almost as important as direct 
investments in amount. An estimation of the total amount of. portfolio invest- 
ment is beset by peculiar difficulties as will be shown below. The largest section 
consists of government bonds, British and foreign investment in which was 
nearly $1,700 million at the end of 1986. Railway bonds and debentures totalled 
nearly $1,200 million. 


VII. ESTIMATED FUNDED DEBT IN CANADA, 1936 
(In millions of dollars) 


Distribution of Ownership 
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*Some bonds sold through London and credited to Great Britain were doubtless taken in other Euro- 
pean countries. No information is available as to the amounts but they represent only a small percentage. 


** The amounts for corporations and for railways include the bonded indebtedness of direct 
investments as follows:— 
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It is in the field of portfolio investments other than fixed interest-bearing 
securities that the chief difficulty of estimation lies, for the problem of dividing 
foreign investments in Canada into direct and portfolio categories is not a 
simple arithmetical one of deducting the published totals for direct investments 
from the published total figure for all investments. 

This will be clear when it is realized that the connotation of the term 
“direct investments”? is narrower or broader depending upon which of two 
points of view are in use. One point of view embraces the conception of the 
foreign investment in Canadian companies which are “ controlled” outside of 
Canada. In this case the total foreign investment of the country in which control 
lies is considered. This is the point of view adopted in the Bureau’s estimates 
of direct investments and is the broader conception. But this total for British 
or foreign direct investment in Canada will include not only the equity securities 
owned by those actually exercising control in another country, but also the 
equity securities held in the same country by investors who have no active share 
in control. It will also include any indebtedness of the Canadian company which 
is held in the country where control lies. Long-term indebtedness will usually 
take the form of bonds, but as a rule these will be held by others than the 
controlling firm or group, though the latter may be creditors of the Canadian 
company through inter-company loans and advances. 
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Hence, there is a second point of view which narrows direct investments to 
the investments which actually control the Canadian business and excludes those 
equity and long-term investments which, though owned in the same country 
where control resides, have no actual share in the control at the moment. 
Therefore, such non-controlling equity and long-term securities of controlled 
companies, though rightly included from the broader point of view in direct 
investments, from the narrower point of view partake of the nature of portfolio 
investments. They enter into the capital investment picture in much the same 
way as a portfolio investment in a Canadian company which is controlled in 
Canada and not in another country. The circumstances under which the original 
investment was made, the investors’ relation to the Canadian company, and 
the potential relations-of such investors to the Canadian capital market, resemble 
closely those connected with portfolio investments. 


It may be concluded, therefore, that though it is possible to classify Cana- 
dian companies as direct investments because of the appearance of control 
residing in another country, it is not possible to be more precise and to separate 
out the element of portfolio investment which resides in many investments 
properly classified as direct according to the broader conception. In fact, it 
may be said, there is a considerable amount of investment in Canada which 
has a more or less dual character, being classified as direct from the broader 
point of view, but which, if the narrower point of view concerning direct invest- 
ments could be followed, would be classified as portfolio investments. 


Because of these peculiar problems connected with the valuation of port- 
folio investments, it has been deemed advisable not to include in this book any 
table purporting to be an estimate of such investments. Statement VII contains 
data indicating the portfolio investment in bonded debt. In this type of 
investment, since it is usually non-control capital, there is a minimum of the 
dual character described above. 
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CHAP TERS Vi 
Canadian Investments in Other Countries 


As compared with British and foreign investments in Canada in 1937, 
amounting to $6,765 million, Canadians had invested in other countries $1,758 
million or more than 25 per cent. The largest. portion, $1,098 million, was 
invested in the United States. About $41 million was invested in Great Britain 
and $619 million in all other countries. These investments are classified into 
five principal groups. For some of the groups, very complete information is 
available, but in some cases the character of the available data leaves a good 
deal to be desired. The following description of the method used to obtain 
group figures will indicate the varying degrees of reliability. 


Canadian government credits consist of the loans made by Canada to 
foreign governments in so far as these are still outstanding. Annual figures are 
available in the Dominion Public Accounts. For the fiscal year ending March, 
1937, they were as follows: advances to the Greek government, $6,525,000, 
and advances to the Roumanian government, $23,969,720. 


Earlier estimates of net assets of Canadian banks outside of Canada pre- 
pared by the Dominion Bureau of Statistics, were calculated from monthly 
returns of the chartered banks, the year-end figure being taken. The method 
used was to take the difference between assets and liabilities shown in the state- 
ment as existing abroad. Unfortunately, it is impossible to ascertain from the 
monthly statement all the items which properly come within this category. 
Because of this, a special statement has been secured annually in recent years 
from the Canadian Bankers’ Association. This statement supplies information 
concerning the net assets of Canadian banks abroad on December 31. These 
are defined as the amounts due by United States offices and other branches and 
agencies located abroad to the head office and Canadian branches, or, in other 
words, the amount of funds supplied by Canadian branches and head offices to 
New York or other branches or agencies in the United States and other countries 
held by them on December 31. 


In earlier statements of the Canadian Balance of International Payments, 
a separate item was shown covering British and foreign securities held by the 
banks. Since these are almost entirely held by branches abroad, they form 
part of the net assets picture and are no longer shown separately. 


Foreign securities held in Canada by Canadian insurance companies con- 
stitute an important item in Canadian investments abroad. Canadian insurance 
companies have large holdings of such securities in their portfolios in Canada 
as well as those placed in the portfolios of branches located abroad. The latter 
are not included in the present item, but come up for consideration along with 
the question of the net assets of Canadian insurance branches abroad. 


In connection with the net assets of Canadian insurance companies held 
abroad, an important change of policy has been made by the Bureau. Prior to 
1936, these assets were included as a part of Canadian investments in other 
countries. Commencing with 1936, they have been omitted. The reason for 
this omission is the fact that these insurance investments, so called, are not 
investments of quite the same character as the other items. The large assets 
in other countries held by Canadian insurance branches in those countries have 
against them, besides ordinary liabilities, the fiduciary interest of policyholders. 
In fact, when the prospective claims of policyholders are considered, it appears 
that, on balance, there is a small net investment of these branches in Canada 
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rather than a Canadian investment abroad. This is possible because the assets 
underlying the Reserve Fund need not all be held abroad. On the other hand, 
the fact that assets can be transferred between countries gives an importance 
to them as a factor in capital movements. On account of the ambiguity of this 
item, it is not now included in the total of Canadian investments abroad, but 
the figures are shown in a separate table. The question of capital movements 
connected with Canadian insurance business in other countries is more fully 
discussed in Chapter XX. 


In the item called “Direct Investments” are included all the Canadian 
investments in branch and subsidiary companies and property abroad. These 
will be discussed in the next chapter. 


Under the heading “Miscellaneous Investments” are included all portfolio 
investments, with the exception of those already provided for in the holdings 
in Canada of foreign securities by Canadian insurance companies. Conse- 
quently, it includes the holdings of British and foreign bonds and stocks by all 
other Canadian corporations and by individuals. It is well known that Canadians 
are extensive holders of American securities. It is also known that during the 
period 1926 to 1929, Canadians were heavy purchasers of foreign bonds such 
as Brazilian, Chilean, French Line, Italian, German, etc. In recent years a large 
proportion of these have been in various stages of default. 


Estimation of a figure for this miscellaneous group has been one of the 
most difficult phases of the whole study. Despite much research work which 
explored every available field, less confidence is felt in the results than in 
almost any other item, particularly in regard to the Canadian portfolio invest- 
ment in countries other than the United States. A recent study of foreign 
investments in the United States made by the Finance and Investment Division 
of the United States Department of Commerce has tended to confirm the 
Bureau’s estimates of Canadian portfolio investments in that country. The 
following statements reveal the differences in the Canadian and American 
estimates at the end of 1934: 


VIII. CANADIAN INVESTMENTS IN THE UNITED STATES 
(AMERICAN ESTIMATES) 1934 
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IX. CANADIAN INVESTMENTS IN THE UNITED STATES 
(CANADIAN ESTIMATES) 1934 
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As they stand, the statements are not comparable because of the different 
methods adopted when compiling them. If allowance is made for the variation 
in methods, the results corroborate each other fairly closely. The American 
figure of $367 million for direct investments is larger than the Canadian, mainly 
because it includes items which the Canadian figure of $262 million excludes. 
In the American figure are included certain concerns in the United States which 
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have unique relationships with companies located in Canada. A good example 
is the American interests of the International Nickel Company located in the 
United States, including the office in New York and the works in New Jersey 
and West Virginia. Since the International Nickel Company is predominantly 
owned by American and British interests, its offices and factories outside Canada 
have not been included as Canadian investments in other countries in the 
Canadian estimates. 


There is also included in the American figures of direct investments the 
sum of $50 million for the finance items, insurance, banks, trust companies, etc. 
The Canadian estimate treats banking investments as a separate item and 
excludes insurance investments for reasons explained elsewhere. ‘There are no 
direct investments of Canadian trust companies in the United States. The 
Canadian figure for investments of Canadian banks in the United States is 
larger than the American, $63 million as against $23 million. This is explained 
by the fact that quite different methods are used by the respective countries in 
arriving at the banking figure. In Canada the objective is to ascertain what 
the Canadian branch banks in the United States owe to the Canadian parents, 
which entails consideration of long and short-term investment. The American 
method takes into consideration only long-term investments. If all of these 
facts are taken into consideration, the figures for direct investments do not differ 
by a material amount, the Canadian figure being $325 million ($262 million 
direct investment plus $63 million investments of banks) while the American 
figure will probably be in the neighbourhood of $350 million. The final difference 
of $25 million is accounted for by differences in arriving at valuations of 
individual concerns and to differences in the lists of companies included. There 
is some doubt in the case of a few companies as to whether they should be 
considered as having assets of any value. 


As to the other items in the two statements, they may be lumped together 
for comparative purposes. They consist, in the main, of securities. If the 
four items in the American estimate (common stocks, preferred stocks, bonds 
and other investments) are grouped, the combined total is $640 million. The 
remaining items in the Canadian estimate are United States securities held in 
Canada by insurance companies and miscellaneous investments, their total 
being $596 million. The figures for American stocks and bonds are probably 
somewhat high, judged by the Canadian method, because of the possible inclusion 
of some of the securities held by banks in the United States for Canadian insur- 
ance companies. They also include the securities held by private investment 
corporations chartered in Canada by Americans and owning American securities. 
Since these are not, in reality, an investment by Canadians in the United States, 
no attempt has been made to include them in the Canadian estimates. The 
American figure for other investments includes government bonds (as distinct 
from corporation bonds), assets of American trust companies administered for 
Canadians, and Canadian investments in real estate located in the United States. 
The Canadian estimates do not include any allowance for the value of assets 
located in the United States and administered by American trust companies 
on behalf of non-resident Canadians. The omission was due to lack of suffi- 
cient data. For the same reason no figure is included for Canadian invest- 
ments in real estate located in the United States. If allowance is made for 
all of the above causes of difference in the two estimates, the two totals would 
be very close. 


With regard to the security items, however, there is a difference in the 
respective estimates which should be mentioned. In this case it arises because 
of differing bases of valuation. In the American estimate, the stocks were 
valued at the market value of 1934, while in the Canadian estimate common 
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stocks were carried at the original investment price. If they were purchased 
at the high prices of, say, 1928 and 1929, they were carried at that valuation 
and not deflated by subsequent market averages. Since there was heavy pur- 
chasing prior to 1929, and since prices were much lower in 1934, one would 
expect that the Canadian estimates for investments in American securities 
would be higher than the American estimate, whereas in the preceding para- 
graph they have been shown to be fairly similar in amount. It is possible, 
therefore, that the Canadian estimate, on the basis of the method used, is some- 
what conservative. However, the error, if it exists, is not serious from the 
point of view of current balance of payments statements for two reasons. Cal- 
culation of interest and dividend payments to Canadians by Americans is not 
dependent upon these figures, but is based upon direct inquiry made by the 
Finance and Investment Division of the United States Bureau of Foreign and 
Domestic Commerce. In the second place, in recent years through monthly 
questionnaires on the purchase and sale of securities a reliable estimate can 
be made of yearly movements. For earlier years the figures issued indicate 
the order of magnitude of the values involved. It does not seem probable that 
they are sufficiently underestimated to affect seriously the amounts shown in 
the years concerned for capital exports in the balance of payments statement. 

In the field of miscellaneous investments in other countries, there is a 
greater element of doubt in the figures. It is certain that, in the early part of 
the period under review, Canadians made heavy purchases of foreign bonds. 
Information was obtained from certain investment dealers who were members 
of the selling syndicates which handled some of the issues. Concerning 
numerous important issues, it has been found possible to secure only frag- 
mentary data. The situation is complicated by the fact that the bonds were 
mostly issued for sale in the American market so that Canadian participation 
was more or less incidental. Since this was the case, interest payments will be 
made to American agents, consequently, the issuing country will have no 
knowledge of the extent of the Canadian holdings. 

For the beginning of 1926, it was estimated by Professor K. W. Taylor 
that the amount of such securities owned by Canadians was $155 million. His 
starting point was an estimate made by Mr. C. P. Fell and given in an address 
delivered at the Convention of the Canadian Investment Bankers’ Association 
in June, 1926, to the effect that during the eighteen thonths ending June, 1926, 
$100 million of such bonds were bought by Canadians. In view of additional 
information gathered by the Bureau it was decided to adopt a figure of $145 
million as the private holdings of foreign bonds by Canadians at the end of 
1926. For subsequent years the estimates are based on such information as 
has been described in the previous paragraph. This group also includes the 
portfolio holdings of Canadians in such companies as International Petroleum, 
Brazilian Traction, etc. Any direct investments in companies such as these 
are included in the special group dealing with direct investments. 

From the end of 1926 to 1931, an increase of $133 million is shown in the 
holdings by Canadians in the bonds of the “all other countries” geographical 
eroup. Due to defaults, the present value of such securities is considerably 
less, but there has been no writing down of their values for the purpose of the 
estimate. There is no means of knowing what their ultimate value will be; 
hence, they are carried at their original value for the time being but some 
reduction in the amount of the original holdings has been allowed for. In com- 
piling the interest item for the current account, the method used involves a 
careful study of the actual interest payments being made on the specific issues 
which are known to be held in part by Canadians. 

In this case, it is possible that the estimated holdings are too high. 
Fortunately, again, this is not likely to have a serious effect on the balance 
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of payments statement. Suppose the estimate is $50 million too high and 
assume as high an interest rate as 5 per cent. This would mean a credit 
error of $2-5 million in the annual statement of interest receipts. But it was 
pointed out previously that the Canadian estimate of Canadian investments 
in United States securities may be too low. These possible sources of error 
will offset each other in whole or in part and render the effect on the balance 
of payments statement negligible. They would tend to have the same result 
on the annual capital estimates of earlier years. The present system of 
recording purchases and sales of securities furnishes reliable records of current 
transactions in such securities. 


CHAPTER VII 


Canadian Investments in Other Countries— 
Direct Investments 


An appraisal of Canadian direct investments abroad must utilize principally 
the sources of information available in Canada. It is necessary to trace these 
investments, for the most part, from their Canadian origins and to obtain 
information from the Canadian investors rather than from the branches or 
subsidiaries abroad. This has tended to influence the scope of the investment 
data obtained. With few exceptions, it is necessary to depend upon reports of 
the existence of particular investments from Canadian sources. In some respects, 
however, the available material is increased, as, proceeding from this source, 
it is possible to include some cases of admitted direct. investment where the 
Canadian investment interest is less than a majority holding. 

Accordingly, the tables of Canadian direct investments abroad, shown in 
this report, include not only investments in branches and subsidiaries in which 
there is a majority Canadian interest in the capital, but also those instances 
where affiliation or other active interest in a foreign company could be traced 
to a Canadian company. In these latter cases, the foreign company is custom- 
arily engaged in the same kind of business abroad as that in which the Canadian 
company is engaged in Canada. Included also as direct investments abroad are 
a few companies which are controlled by substantially the same shareholders 
who control the affiliated Canadian company. 

Not all of the direct investments are in branches, subsidiaries or affiliates 
of Canadian companies whose principal operations are in Canada, their external 
operations being only supplementary. There are a number of companies of 
Canadian incorporation whose entire operations are conducted outside of 
Canada. Some of these are controlled by Canadian shareholders and are 
included in the tables of Canadian direct investments abroad. It is well to note, 
however, that some companies operating entirely abroad, although incorporated 
in Canada, are not controlled by Canadian capital. These have not been 
included as direct investments abroad, since where there is a minority Canadian 
interest only it is properly considered a portfolio investment. This principle 
has been followed even if the company was originally organized by Canadian 
enterprise. 

Although most Canadian direct investments in other countries fall into 
the class of companies whose principal operations are in Canada, there is 
a group of companies operating in Canada with branches or subsidiaries outside 
of Canada, which may not be considered in quite the same light as the main 
class of Canadian companies with direct investments abroad. This particular 
group of Canadian companies in turn falls in the class of United States direct 
investments in Canada. In determining the position of the external investments 
of these foreign-owned Canadian subsidiaries with regard to Canadian direct 
investments abroad, the circumstances in each case had to be considered in- 
dividually. In doing so, one of the principles followed was whether the direct 
investment abroad was of a kind which would have an influence upon the 
Canadian balance of international payments, as this is one of the important 
criteria in. determining the significance of international investments. Sometimes 
the subsidiaries abroad are merely nominally owned and controlled by the 
Canadian company, their stock being only formally held by it. In these cases 
the capital originally invested in the foreign subsidiaries was from a parent 
organization outside of Canada and any subsequent financial transactions are 
between the foreign subsidiary and the foreign parent company of the Canadian 
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company. There is no real reason for treating such subsidiaries abroad as 
Canadian direct investments outside of Canada, as, in such cases, not only is 
the capital invested non-Canadian in its origins, but neither are there any . 
effects upon the Canadian balance of international payments arising from the 
operations of the subsidiary. 

To follow a principle based only on the ownership of the capital involved 
is too rigid a procedure, however, since it overlooks the economic effects of the 
operations of some companies, which effects may be quite independent of the 
ultimate ownership. There are situations where the company abroad, the sub- 
sidiary of a company in Canada, has substantially the same effects upon the 
Canadian balance of payments regardless of whether that company in Canada 
is controlled by Canadian or foreign capital. Accordingly, there are some im- 
portant instances where direct investments have been included in the tables 
although they are the investments of Canadian companies which are controlled 
outside of Canada. Whenever this has been done there has been some special 
reason for doing so. In some cases the capital invested abroad was clearly the 
investment of capital originating from Canadian production and, considered 
from the economic point of view, represents an investment of Canadian capital 
outside of Canada, even though the ultimate ownership may rest in, say, the 
United States; or the foreign subsidiaries may be subsequently financed by 
the Canadian company, or interest, dividends, and other remittances may be 
made directly to the Canadian company. One large company operating outside 
of Canada has been included, partly because the dividends it pays to its Cana- 
dian parent company have been an important source of that company’s dividend 
payments to its parent company in the United States, and if these latter pay- 
ments are to be regarded as remittances from Canada to the United States, they 
must consequently be offset by the relevant receipts. 

Although the value of Canadian direct investments abroad may not, there- 
fore, be considered as entirely representing the Canadian ownership of industrial 
and other enterprises abroad because of these exceptional cases, from a broader 
point of view these instances do represent an expansion of Canadian activities 
abroad. 

A group of Canadian concerns with important operations outside of Canada 
has not been included in these tables of direct investments. This is the financial 
group of companies, viz., Canadian insurance companies, chartered banks, brokers, 
investment dealers and investment companies with activities outside of Canada. 
There are reasons why the investments abroad of these concerns are not in the 
same category as those which have been included. Canadian insurance com- 
panies with branches in other countries have liabilities outside of Canada, arising 
principally from the fiduciary interests of the policyholders, which exceed the 
assets held outside of Canada. Although in some countries, such as the United 
States, the assets exceed the Jiabilities, leaving a net investment, the net assets 
there might be considered as being held against the excess of liabilities in over- 
seas countries. Consequently, the investments of Canadian insurance companies 
held outside of Canada at their branches are not taken as Canadian direct invest- 
ments abroad. In 1936 there were 32 Canadian insurance companies doing busi- 
ness outside of Canada, 15 writing only life insurance abroad, 16 writing fire 
and other classes of insurance and one writing both life and fire insurance. But, 
in the same year, the assets of Canadian life insurance companies that were held 
outside of Canada were valued at over $645 million, while the liabilities abroad 
exceeded $871 million. The assets of Canadian fire and other insurance com- 
panies in other countries are relatively small. 

The net assets abroad of the Canadian chartered banks are also excluded 
from the tables of direct investments. In 1936, six of the chartered banks 
operated branches outside of Canada, there being 13 branches or agencies in the 
United States, seven in the United Kingdom and 125 in other countries, mostly 
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in the Latin-American countries: The assets of the banks abroad are constantly 
fluctuating, representing as they do the external balances of the Canadian 
branches as well as the assets connected with the business of the branches 
abroad. Many are of a short-term character and are not comparable to invest- 
ments abroad of industrial and other firms rncluded in the tables. 


Likewise, the assets of the branches and subsidiaries outside of Canada of 
Canadian investment dealers and brokers are mostly of a floating type and any 
investment companies of foreign mecorporation owned by residents of Canada 
are more comparable to portfolio than to direct investments. 

The investments by Canadians in residential properties and other unpro- 
ductive classes of real estate in other countries are also excluded. 


VALUATION OF INVESTMENTS 


The value of investment shown. in the tables is, in the case of the common 
and preferred stock of subsidiaries, the value at which these equities are shown 
in the books of the subsidiary abroad, as contrasted with the value at which 
they may be carried in parent company balance sheets. The value used for 
common stocks is the equity of the common shareholders, taking account of 
accumulated surpluses or deficits as well as, in some cases, other relevant items, 
such as inter-company advances. Bonds and debentures and preferred stocks 
are shown at their par values and the value of unincorporated branches is 
represented by the net assets. 


ANALYSIS OF TABLES 4 AND 5 


An analysis of the tables on Canadian direct investments abroad discloses 
the concentration of these in the United States, 64 per cent of the total value 
being represented by investments in that country. About two-thirds of the 
value of these investments in the United States is in railways, reflecting the 
extension of the two principal Canadian railway systems into neighbouring 
regions of the United States. The other important groups of direct investments 
there fall in the manufacturing, mining and petroleum groups. Investments in 
the former group arise from the expansion of some Canadian industries into the 
United States market, while in the latter group there are the many investments 
made in subsidiaries engaged in mining and the extraction of petroleum in the 
United States by Canadian companies employing raw material from these 
sources in their Canadian operations. 

Canadian direct investments in the United Kingdom are small in value, as 
might be expected from the nature of the trade between that country and 
Canada. Canadian investments in the other British countries are included in 
the category “other countries.” Most of these are subsidiaries of Canadian 
companies engaged in manufacturing in various parts of the Commonwealth, 
particularly in the Dominions. Remaining investments in “other countries’ are 
mainly concentrated in the Latin-American countries. The largest portions 
of the value of these investments are in the petroleum industry in the northern 
countries of South America and in public utilities scattered throughout that 
region, the West Indies and Central America. 


The table showing the forms of organization employed by Canadian firms 
with direct investments abroad reveals a marked preference for carrying on 
operations abroad through wholly-owned companies incorporated in the country 
where they operate. About three-quarters of the total investment is held 
through this form of organization, with another 20 per cent or so in British or 
foreign companies in which there are also some British or foreign shareholders. 
Investments in unincorporated branches, mining claims, oil leases, etc., are 
relatively negligible. As might be expected, most of the securities through 
which the direct investments are held are equity securities, bonds and debentures 
constituting only about 22 per cent of the investment. 


GHAPTERS VAil 
The Current Account 


It was mentioned in Chapter II that a complete balance of payments state- 
ment is tripartite. The first part—that dealing with international indebtedness 
—has been the subject matter of Chapters III to VII. The next seven chapters 
will deal with the Current Account which is the second part of the statement. 


In the Current Account will be found a record of the estimated debits and 
credits arising through international transactions in goods and services for the 
calendar year. A description of each item included, together with an explana- 
tion of the methods of estimation, will be given in the succeeding chapters. 


Table 6 shows the relative importance of the items included, along with 
the balancing item. All items except the balancing item relate to sales or 
purchases of goods and services. The delineation of purely capital items is the 
function of the last part of the statement, viz., the Capital Account. But when 
all the relevant items for the current account have been entered, it will almost 
invariably be found that the two sides do not balance. As already pointed out 
the explanation is to be found in a capital movement inward or outward. That 
is to say, if more goods and services have been sold than have been purchased, 
then the inference is that the surplus of credits has been utilized to make capital 
payments. These may take the form of meeting maturities, retiring outstanding 
indebtedness before maturity, making new investments, etc., but whatever form 
they take they represent an outflow of capital. On the other hand, if more goods 
and services are purchased than are sold, the difference represents an inward 
flow of capital. That is to say, the surplus debits are financed by movements 
of capital from other countries. This may be made up in part by maturing 
obligations, other retirements connected with British and foreign securities held 
by Canadians, reduction of bank assets abroad, or sales of foreign securities, - 
but it is most likely to be represented by new investments by outside countries 
in Canada. 


Differences between debits and credits, as described above, are embodied 
in the “balancing item” which appears in Tables 6 and 7. This item is also 
known as the indirect estimate of capital inflow or outflow. If the balance of 
international payments statement was a complete record of every international 
transaction and if all the amounts were absolutely accurate, that is, if there were 
no errors or omissions, then this indirect method of arriving at capital move- 
ment would be quite sufficient for furnishing us with the correct figure for net 
capital imports and exports. Unfortunately, such a degree of accuracy is quite 
unattainable in an investigation of this kind, consequently a direct estimate of 
capital movements is necessary and this appears in the third part of the state- 
ment. Furthermore it is essential if light is to be thrown upon the nature of the 
movements of capital in order to consider their significance and potential effects. 


It may be wondered why certain items, apart from the balancing item, 
which appear to partake of the nature of capital, are included in the Current 
Account rather than the Capital Account. In particular, there are the two 
items, “Interest and Dividends” and “Capital of Immigrants and Emigrants.” 
The explanation is that, while these items are closely related to capital move- 
ments, nevertheless they have distinctive characteristics which warrant their 
inclusion in the Current rather than the Capital Account. Interest and dividends 
are payments for the services currently rendered by capital investment even 
though such investment is of long standing. It is true that some dividends may 
partake of the nature of capital repayment as in the case of a mine paying 
high returns, but for practical purposes it seems best to ignore such a distinction. 
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Capital brought into a country by immigrants or taken out by emigrants 
has many features which differentiate it from other types of capital investment. 
In the first place it is usually taken into a country in such a manner as to 
become indistinguishable from the ordinary domestic capital of that country. 
The migrant becomes an inhabitant of the country and his capital is like the 
domestically owned capital of other citizens. More important still, such capital 
ceases to have any international implications. No dividends or interest are 
payable on it to people in other lands if it is owned by the migrant. Of course, 
there may be cases where it has been borrowed from a relative or friend. If 
that is so, then the repayment is provided for subsequently in immigrants’ remit- 
tances. Because of these peculiar features, even though the item does not quite 
fit into the category prescribing a sale or purchase of goods and services, it 
seems best to include it in the Current rather than the Capital Account. 


Mention has been made of errors and omissions. As regards the latter, 
it may be admitted readily that there are known omissions. The number of 
these is being reduced as the technique of gathering data for the balance of 
payments develops. Some items are extremely elusive. For example, such 
transactions as come under the head of smuggling or purchase of lottery tickets 
do not: lend themselves to statistical counting. Among the other items con- 
cerning which little actual statistical data exist, are the following: payments 
to theatrical companies, lecturers, and for other professional services from outside 
countries and receipts for similar services performed by Canadians abroad, 
royalties, direct magazine subscriptions, cables, international ferries and bridges, 
manufacturing licences, patents, etc. 


Fortunately the total for such items cannot be very large and their omission 
does not seriously affect the balance of payments statement. Moreover a round 
figure is estimated each year to allow for them. It is logical to conclude that 
the “error and omission” figure shown in each statement is due mainly to 
inaccuracies in the more important items of the Current Account or to those in 
the Capital Account rather than to the omission of important items. The most 
important line of advance, therefore, lies in the direction of increasing accuracy 
in the main items. 


CurRENT Account 1926-1937 


As already pointed out, the Current Account not only, by means of the 
balancing item, indirectly indicates the net movement of capital, it also pro- 
vides a measure of total external income and disbursements. In Table 7 the 
total credits, debits and balancing items in the Canadian Current Account are 
shown by countries for the period from 1926 to 1937. Total credits include 
estimates of all credits received from external sources by Canada each year 
from the sale of merchandise, gold and services to other countries. Total debits 
include estimated payments to other countries by the Dominion for purchases 
of merchandise or services including payments of interest and dividends on 
British and foreign investments in Canada. 


When credits exceed debits there is a credit balance reflecting an outflow 
of capital from Canada, as current income from abroad is greater than all dis- 
bursements of a current character abroad under such circumstances, the resulting 
surplus supply of foreign exchange being utilized either to increase Canadian 
capital assets abroad or to reduce capital liabilities abroad. Conversely, when 
disbursements abroad on current account exceed external income there is a 
debit balance reflecting an import of capital. In other words, to obtain foreign 
exchange under such circumstances to meet the excess of current disbursements 
over income, Canada either has borrowed capital abroad or disposed of or with- 
drawn Canadian assets abroad. 
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As the table shows, there were credit balances on current account indicating 
net outflows of capital in every year during the period 1926 to 1937 except in 
those from 1929 to 1932 when current disbursements exceeded current income. 
Detailed analysis of the groups of transactions constituting the current account 
and of the capital movements reflected in the balancing items will be found in 
the chapters on the various items of the Current and Capital Accounts. 


Providing as they do a measure of total external income and disburse- 
ments, the total credits and debits on current account shown in the table are of 
special interest in their relation to the national income. In every year both 
total credits and total debits represent very substantial proportions of the national 
income of Canada. The greatest volume of credits on current account occurred 
in 1928. In succeeding years total credits were sharply reduced, the lowest 
levels being reached in 1932 and 1933. After 1933 the recovery in the volume 
of total credits was rapid and in 1937 the total was not far short of the level 
in 1926, 1927 and 1929, years in which, it should be noted, the level of prices 
was higher. Disbursements on current account, as revealed by the total debits, 
were at their highest level in 1929. The sharpest decline in subsequent years 
occurred in 1931 and the lowest level reached was in 1933. Growth in succeeding 
years was less rapid than in the case of total credits, the largest gains occurring 
in the two latest years of the period. 


The result of these changes has been that substantial balances of credits 
on current account have developed, notably in the years between 1935 and 
1937. In other words, in recent years part of the national income from external 
sources has been employed by Canada on capital account, in the main for the 
reduction of Canadian liabilities abroad. This contrasts with earlier years of 
the period, when from 1926 to 1928 less substantial credit balances on current 
account were employed principally for increasing Canadian investments abroad. 
The contrast with the years between 1929 and 1932 is even greater. In those 
years external disbursements on current account exceeded income abroad, the 
difference indicating increases in Canadian liabilities abroad and declines in the 
assets of Canadian banks abroad. 


CHAPTER IX 


Commodity Trade, Exports and Imports 


Commodity exports and imports constitute the largest credit and debit items 
in Canada’s international transactions. If the figures published in Canadian 
Trade Reports are compared with those shown in balance of payments statements 
they will not be found to agree. This is due to the fact that certain corrections 
have to be made in the trade statistics figures for the purpose of the balance of 
international payments statement. The nature of these corrections will be 
described below. 


Canadian import statistics include all goods ‘“ entered for consumption,” 
that is, goods which have passed through the customs and into the hands of the 
importer. They do not include goods in transit, for example, goods passing 
from the United States via Windsor, through Southern Ontario to another United 
States point, nor do they include goods still held in bond. Export statistics 
include all commodities shipped out of Canada except goods ex-warehoused for 
ships’ stores. Both import and export statistics include certain items which are 
of a non-commercial nature involving no transfer of funds. These non-commer- 
cial items include: settlers’ effects, articles to be ex-warehoused for ships’ stores, 
free advertising materials, cinematograph films which are later paid for on more 
or less of a royalty basis and elsewhere accounted for, donation of articles from 
abroad, apparel of Canadians dying abroad, trophies won in competitions, etc. 
Two other items require special notice. 


Animals imported and exported for exhibition purposes are imported free of 
duty provided they are to be exported within three months, and are recorded as 
imports ex-warehoused for exhibition purposes. If they should be sold in 
Canada, a return must be made and the duty paid, in which case they are 
again recorded, but as ex-warehoused for consumption purposes. Imports for 
exhibition purposes, therefore, must be deducted from the import totals. A 
similar deduction must be made for exhibition animals exported. 


Imports of ships into Canada are not all recorded in the customs statistics. 
The items which appear in the classifications are: 
(1) “Ships built in any foreign country if British registered since 
September 1, 1902, on application for cence to engage in the Canadian 
coasting trade.” 


(2) “Vessels, dredges, scows, yachts, boats and other water-borne 
craft, built outside of Canada for use in Canadian waters (not including 
vessels engaged in the coasting trade, nor vessels in transit between Canada 
and any place outside thereof).” 


These categories exclude all vessels which are used in foreign trade, whether 
produced in Great Britain or elsewhere, and also vessels for use in the coastwise 
trade if constructed in Great Britain, whether old or new. Such vessels, there- 
fore, are not entered through the Canadian customs. The ships which are 
entered—in addition to small pleasure craft—are the foreign-built ships which 
have been transferred to a Canadian port of registry in order to engage in the 
coastal or lake trade. The ships excluded are Canadian Pacific liners, which are 
international in their activities, also numerous oi! tankers. Since the purchase of 
such ships involves a transfer of funds from Canada an addition must be made 
to the recorded figure for customs imports. Lists of these ships have been 
obtained from port records during recent years and the owners circularized. 
Some data were obtained from British trade returns for earlier years. 
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Another type of adjustment in trade figures which has to be made for the 
balance of payments statement is that which has arisen from time to time because 
of exchange disparities. During the period after 1931 currencies which had 
depreciated in terms of the Canadian dollar experienced a competitive advantage 
in relation to the customs tariff. To counteract this, special currency values for 
duty purposes were proclaimed by Order in Council for many countries with 
depreciated currencies, though not for all. Currencies on gold were entered in 
terms of Canadian. dollars; and the British pound sterling, after it rose to a 
premium in Canadian dollars, was entered for duty purposes at par. Such 
values for duty did not represent the extent of actual remittances from Canada. 
When sterling or any other currency was depreciated and was entered at par, 
there was overvaluation in terms of Canadian dollars. When sterling was at a 
premium and was entered at par, there was undervaluation in terms of Canadian 
dollars in relation to the actual amounts of dollars remitted in payment. An 
estimate of the amounts of such overvaluation or undervaluation based on a 
study of the trade returns was made, and constitutes another adjustment in the 
trade figures for balance of payments purposes. 


A good many other problems arise in connection with trade statistics which 
suggest adjustments. In some cases adjustments have been made, in others they 
are not yet possible. A brief description of some principal items follows. 


One source of error in trade statistics arises through dumping regulations. 
Item 36 of memorandum No. 419, 2nd revision, of the Department of National 
Revenue reads: 

(1) Such market value shall be the fair market value of such goods in the usual 
and ordinary commercial acceptation of the term and as sold in the ordinary course 
of trade, such value in no case to be lower than the selling price thereof to jobbers or 
wholesalers generally at the time and place of shipment direct to Canada. 


(2) Provided that the value for duty of new or unused goods shall in no case be 
less than the actual cost of production of similar goods at date of shipment direct to 
Canada plus a reasonable advance for selling cost and profit, and the Minister shall 
be the sole judge of what shall constitute a reasonable advance in the circumstances and 
his decision thereon shall be final. 


Item 43 of the same memorandum reads: 


If at any time it appears to the satisfaction of the Governor-in-Council on a report 
from the Minister, that goods of any kind not entitled to entry under the British 
preferential tariff or any lower tariff are being imported into Canada either on sale 
or on consignment under such conditions as prejudicially or injuriously to affect the 
interests of Canadian producers or manufacturers, the Governor-in-Council may author- 
ize the Minister to fix the value for duty of any class or kind of such goods, and not- 
withstanding any other provision of this Act, the value so fixed shall be deemed to be 
the fair market value of such goods. 

It is probable that Item 43 operates in the main to keep out imports 
which for certain reasons are considered undesirable so that in so far as this 
policy is successful, trade statistics will not be affected. Under Item 36, 
however, there are numerous imports which have a special valuation for duty 
purposes set upon them in accordance with the terms of the Act. These valua- 
tions are higher than the invoice value and represent to that extent an over- 
valuation from the point of view of the balance of international payments. A 
satisfactory basis has not yet been developed for adjusting any overvaluations 
arising through these discretionary powers of the Department of National 
Revenue under the dumping clauses of the Act. 


Apart from these special cases it does not seem probable that imports in 
general are entered at a valuation higher than the purchase price in the country 
of original shipment. The fact that more than half of Canada’s imports are 
dutiable and the imposition of an excise tax on many commodities motivate 
the importer in the direction of low valuations. However, the “ fair market value 
at time and place of shipment” is not necessarily the selling price to the pur- 
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chaser in Canada. In fact the form of invoice, approved by the Canadian 
Customs (1934) for goods sold by the (foreign) exporter prior to shipment 
distinguishes between the two values by providing a column for each. Doubtless 
these columns will usually show the same figures but not in all cases. 


An instance of overvalued imports occurs in the case of some imports of 
distilled spirits and wines. Although such imports from the United Kingdom 
since April, 1935, have not included the amount of the British excise taxes in the 
valuations, they did so previously and there may still remain overvaluations of 
distilled spirits imported from other countries when the countries of origin 
have excise taxes on alcoholic beverages. (The excise taxes of the country of 
origin are not imposed on exports and, therefore, are not paid by the Canadian 
importer but they are included in the Canadian customs valuations.) 

Declared merchandise imported by Canadian tourists returning to Canada 
has in the past constituted an overvaluation in import statistics from the point 
of view of the balance of payments, because the value of such purchases was 
included in the estimate of Canadian tourist expenditures outside of Canada. The 
necessary adjustment was not made in the balance of payments estimates for 
the years 1926 to 1986 owing to lack of definite information. In 1986 official 
provision was made for exemption from duty, under certain conditions, on the 
purchases (up to a total value of one hundred dollars) of Canadian tourists in 
other countries; such purchases were then recorded separately in the customs 
statistics. An adjustment will be possible in future years. In 1936 these imports 
were valued at approximately $3-5 million of which slightly less than $3 million 
worth was imported from the United States. 


When goods are imported from overseas, consideration must be given to 
the question of whether the cost of transportation from the point of origin to 
the ocean port of shipment abroad has been included in the customs valuation. 
Practice varies in this connection. It appears that in numerous cases the 
customs valuation includes the inland freight abroad. Merchandise from the 
inland countries of Europe may be purchased from agents in some port such as 
Hamburg. When this is done, the Canadian importer will often advise the 
exporter or seller to enter on the invoice the value as at the point of original 
shipment, with the freight, etc., to Hamburg shown separately. In such cases 
the Canadian customs valuation will be the value at the point of original 
shipment and the freight will not be included. But just as Canadian wheat 
originating from the West and unloaded at Montreal may afterwards be entered 
for export at a valuation f.o.b. Montreal, so goods originating outside Hamburg 
and sold by a Hamburg agent may be sold at a valuation f.o.b. Hamburg. In 
such cases, it is the f.o.b. Hamburg price which appears in the invoice and is 
entered in the Canadian customs valuation. Consequently no allowance need 
be made for the inland freight in the freight item of the balance of payments 
since it is included in the commodity trade entry. It appears to be necessary 
that the customs authorities exercise some freedom in interpreting the point 
of original shipment because of the nature of entrepdt business. No information 
is available concerning what transpired prior to the possession of the goods by 
the exporter in the entrepdt port. 


Inland freight is more frequently included in the customs valuation when 
the goods have been exported from a port in the country of origin. There is 
usually not much difference in prices within a country like Germany. A typical 
price quotation is “free delivered in the home market.” When this is the 
price at which the goods were sold it may be assumed that at least most of 
the inland freight is included. The investigators of values are in the practice 
of accepting such a price as the “ fair market value.” Foreign taxes like the 
3% German sales tax are included in the “ fair market value” for calculating 
general duties. Export rates on the Continent are generally low and in Ger- 
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many are subsidized by the Government. Merchandise exported from Czecho- 
Slovakia is usually sent via water transport on the Elbe to Hamburg and the 
rates are very low. 

There are some commodities imported from overseas for which the Canadian 
import values definitely do not include the inland freight, etc. A commodity 
sold in bulk like Welsh coal is an example. That the inland freight and miscel- 
laneous charges are an important item is revealed in the following data pub- 
lished in the report of the Royal Commission on Anthracite Coal. The follow- 
ing costs of a coal company are itemized:— 


SCREENED COBBLES FROM IMPORTED COAL 


Canadian 
Sy dé Currency . 
Price at mine in Wales per short ton.. ..... ...... $5.97 
Rail! rate to deéks' sh), hey 2k Ava 2G 
Waror hire Wo .2 S.tee ee PORE LL ae. eee. 0 9 
Dock charges, weighing, tipping, etc. .. .. .. .. 0 94 
Insurance .. .. Pd att Nice aN eet 0 02 
Popa we sTOME teeth, tac Pete tae ah oF 0.80 
Ocean freight, Swansea to Montreal .. ..... .. 6 104 1.53 


Miscellaneous rail freight, wagon hire, etc., amount to about 80 cents, or more 
than half the ocean freight from Wales to Canada. If these costs are indicative 
of the amounts for all coal imported from the United Kingdom the amount 
involved was over $1 million in 1936. The freight item in the balance of inter- 
national payments statement in so far as imports are concerned covers only 
ocean shipping and should be supplemented by a figure for inland freight im so 
far as it is not included in customs valuations. So far no practicable method of 
obtaining this item has been devised. 

Of particular importance for the balance of payments is the practice of 
many Canadian branches and subsidiaries of foreign companies by which they 
receive imported merchandise without immediate payment. There are various 
reasons for this kind of transaction. The merchandise may be equipment or 
machinery or some other form of capital goods which represents long-term 
capital invested in the branch by the parent company. Such capital movement 
is frequently employed when a branch is being established. But a common 
method of financing the operation of existing branches is for the head office to 
ship merchandise (parts or materials, etc.) to the branch without requiring 
payment as promptly as in normal commercial sales. In some cases the mer- 
chandise is never entirely paid for and remains a debit against the branch in 
the intercompany account. Data on such transactions are obtained from all 
branch plants by an annual questionnaire and the necessary adjustments in the 
balance of payments statement can be made. 

With regard to statistics of commodity exports there is not the same motive 
for checking valuations because exports do not produce customs revenue. The 
prescribed value of exports of Canadian merchandise is “the actual cost or 
the value at the time of exportation at the points in Canada where consigned 
for export” (or “whence originally shipped’). For some commodities any valua- 
tion on this basis must be nominal. Some of Canada’s primary products are 
mainly for export, and since the domestic market is not large enough to influence 
world prices, the domestic price may not be a true indication of what is realized 
through sales to other countries. 

With the exception of grain and farinaceous products, balance of payments 
figures of commodity exports are based upon the assumption that the export 
valuations exclude freight, etc., from the points in Canada from which the 
goods were consigned for export. But as the prices at which exports are sold 
may be f.o.b. the ocean port in Canada or may even include the ocean freight 
when this is prepaid, there is the possibility that the exporter will record this 
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valuation on the export forms, as the selling price provides a convenient valua- 
tion. If freight is included in these valuations in this way there is duplication 
between the value of exports and our calculation of freight receipts. 

Export valuations of commodities exported on consignment prior to sale 
are not exact owing to the various circumstances accompanying such trans- 
actions. Normally, the exporter does not know what the selling price will be 
when goods are exported on consignment. In times of rising prices the export 
valuation reported is likely to be less than the selling price, and vice versa in 
times of declining prices, assuming that the export valuation really meets the 
definition of the valuation at the time and place of consignment for export. 

Some commodities are stored outside of Canada prior to sale, giving rise 
to the possibility that they will be sold at a different price from that recorded 
on the export forms. This situation has another effect upon the balance of pay- 
ments since the lag between the date when the exports are recorded and the date 
when the goods are paid for may involve different calendar years. Several com- 
modities illustrate this type of situation. 

(a) Wheat and other grains—The quantity of Canadian wheat in store 
at United States lake and other ports fluctuates considerably. Normally 
the amount of the visible supply of Canadian grain stored in the United 
States is heavy during the winter months but is reduced on the opening 
of the season of navigation and is again increased with the movement 
of the new crop. There have been some important changes in the 
amounts stored from one year end to another. An important develop- 
ment in 1937 was the sharp reduction between the quantity stored in 
the last week of December 1936 (27:8 million bushels) and the 
quantity stored in October 1937 (2:5 million bushels). As a result 
it would appear that there were large receipts in the first part of 1937 
when the wheat was sold although it was recorded as an export in 1936. 
A qualification of the situation described above applies to certain 
years, specifically 1985 and 1936. During the years when the United 
States demand for Canadian wheat was heavy a certain amount stored 
in Lake elevators and included in the total Canadian visible supply 
had been sold to the United States mills and was being held in the 
elevators in bond. Apart from this wheat “ earmarked” for the US. 
mills the stocks of Canadian wheat held in the United States were in 
transit overseas and differed little from stocks in Canada. 

(6) Newsprint-—Canadian newsprint companies at times store newsprint 
in warehouses in the United States prior to sale. Such stocks are 
included in their statistics of shipments. The amounts stored at the end 
of the year may be large after seasons when shipments have been 
heavy. Shipments tend to be concentrated in the season of navigation 
although the demand for newsprint is heaviest in the winter months. 

Export operations of the Canadian branches of foreign companies and of 
Canadian companies with international operations also give rise to the necessity 
of a balance of payments adjustment. The exports are sold abroad through the 
selling organization of the company and frequently the Canadian offices are 
only reimbursed indirectly, being either supplied with operating expenses, etc., 
or credited in the books of the head office. 

In summary, it may be said that important adjustments have to be made 
in the recorded figures for commodity trade for balance of payments purposes. 
The Bureau has been able to devise ways and means for making many such 
changes but there remain cases where sufficient data have not been available. 

In Table 8 a summary of the merchandise trade between Canada and other 
countries is shown for the years from 1926 to 1937. The figures are exclusive 
of gold and have been adjusted for balance of payments purposes by the 
elimination of non-commercial items, etc. 


CHAPTER. X 
Gold Exports and Imports 


Gold exports and imports have been detached from other data relating to 
Canada’s external trade and are shown as separate items in the balance of 
payments statements, on account of the peculiar importance of gold movements 
compared with other external trade statistics. The changes in gold valuation 
and marketing technique which have taken place in recent years, coupled with 
the fact that Canada, now one of the world’s largest gold producers, has been 
consistently increasing her output of that precious metal, have created somewhat 
complex statistical problems. The Dominion Bureau of Statistics and the 
Bank of Canada have made a joint study of these problems in order to evolve 
a new and more suitable method of presenting statistics on the subject. 


Trade statistics formerly divided gold exports from Canada into three 
classes, included respectively in the categories of (1) Non-Ferrous Metals, 
(2) Coin and Bullion (Canadian) and (3) Coin and Bullion (Foreign). The 
motive of this classification was to include domestic-mined gold under the 
heading of “Non-Ferrous Metals,” and to include monetary gold movements by 
the Government and by banks under the heading of “Coin and Bullion,” which 
was shown as a supplementary item in trade statistics. This classification 
was reasonably accurate up to September, 1931, but from that date it began 
to be dislocated by a series of unusual events including Government licensing 
of gold exports, changes in the value of gold, the replacement of foreign gold 
coin in Canadian monetary stocks by domestic bullion, and the holding of ear- 
marked gold in Canada for the account of other countries. 


The above-mentioned study by the Dominion Bureau of Statistics and 
the Bank of Canada took all of these factors into consideration, and resulted 
in making certain changes in the statistical treatment of gold movements, which 
are discussed in the following paragraphs. 


All gold exports for the years from 1926 onwards have now been revalued 
on the basis of market value in Canadian dollars at the time of export. This 
revision has involved a large increase in the valuation of gold ‘bullion exports in 
the “Coin and Bullion” category (which were priced at $20.67 per fine ounce 
until April, 1934), and a substantial increase in the valuation of gold coin exports 
(which were reckoned at face value until April, 1936). 


A new basis for distinguishing between non-monetary (or “merchandise’’) 
and monetary gold items was devised to supplant the former method of classifica- 
tion, which had become unsatisfactory on account of the licensing of gold exports 
by the Government, and which had resulted in most of Canada’s domestic-mined 
gold being excluded from merchandise exports. The new technique classifies as 
monetary items all gold movements which increase or decrease the Canadian 
monetary gold stock. Since March, 1935, the latter has consisted of the Bank 
of Canada gold reserve, but before that date it included the gold reserve against 
Dominion notes and gold held in Canada by chartered banks (including central 
gold reserves). By a careful comparison of the calendar-month changes in 
these gold stocks and the monthly statistics of gold exports and imports, it 
has been possible to obtain figures for the relatively few monetary gold move- 
ments which took place. To some extent the figures so obtained are approxima- 
tions, but it is believed that the margin of error is small enough to be neglected. 


Considerable amounts of Canadian-mined gold were added to Canadian 
monetary gold stocks during the period under review, particularly in the earlier 
years. Since Canada is herself an important producer of the precious metal, she 
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does not usually require to import gold when an increase of monetary stocks 
is necessary. Purchases of domestic gold for this purpose, of course, involve no 
exchange transaction and create no international debit, but in some other respects 
they have effects similar to those of purchases from abroad. 


In order to distinguish more readily between monetary and non-monetary 
gold movements, the Bank of Canada treats a purchase of domestic-mined gold 
for monetary stock as being equivalent to an import of monetary gold, which 
is then offset in their records of non-monetary gold movements by an entry 
showing the export of an identical amount. The Dominion Bureau of Statistics 
does not distinguish between monetary and non-monetary gold in the balance 
of payments statements, and gives only the total international debits and credits 
arising from gold transactions, in the statements included in this volume. 
However, Sections C, D and E of Table 9 show the Bank of Canada’s figures 
for net monetary and non-monetary gold exports and purchases of domestic 
gold for monetary stocks. 


The earmarking of gold for the account of other countries is an important 
development which commenced in 1936. Part of this earmarked gold is of 
domestic origin, sold to non-residents but not exported; and part consists of 
imported gold still owned by non-residents. For balance of payments purposes, 
export and import records must be adjusted for these items, and net changes 
in the amount of earmarked gold have been taken into account in calculating 
the net non-monetary export of gold. 


The new method of classifying gold movements supplies figures for net 
non-monetary gold exports which, over a period of time, would correspond closely 
to the total Canadian output less domestic consumption in industrial arts. Net 
monetary gold exports or imports approximate to the net changes in monetary 
gold stocks as defined above. 


Table 9 presents an analysis of gold movements from 1926 to 1937. Sections 
A and B of the table show the monthly exports and imports of gold as recorded 
in trade statistics, including in the export figures for 1936 and 1937 the estimated 
net change in holdings of earmarked gold. The figures for total annual exports 
and imports given in these sections are the same as the figures in the “gold” 
item of the balance of payments statements. 


Sections C and D of Table 9 present data derived from the recent study of 
gold movements. They distinguish between monetary and non-monetary gold 
movements, and also take account of the special treatment of purchases of 
domestic gold for Canadian monetary stocks (which are shown in Section E). 


It should be noted that the total net gold movements indicated in Sections 
C and D do not exactly agree in any year with the net exports shown in Sections 
A and B. Gold imports for commercial purposes are included in the figures 
for merchandise imports in the balance of payments statements and are therefore 
not included in B; but these items are included in calculating the net movements 
as shown in C and D. The value of such commercial gold imports, however, 
has never in any year amounted to as much as a million dollars. 


Methods of estimating the value of changes in the amounts of earmarked 
gold also produce small differences in the figures for 1936 and 1937. The Bank 
of Canada has used a flat rate of valuation of $35 per fine ounce, whereas in 
Section A of Table 9 the average of daily quotations in terms of Canadian dollars 
has been used. The net increase in Canadian holdings of earmarked gold for 
the account of other countries amounted to approximately 1,352,000 fine ounces 
in 1936 and 580,000 fine ounces in 1937. 


CHAPTER XI 


International Tourist Trade 


The growing importance of “services” in economic life is exemplified by 
the tourist trade. Canada’s international tourist trade has become an appreciable 
factor in the social and economic life of the nation. A complete discussion of 
the place that this international exchange of services occupies in the Canadian 
economy will not be attempted here. It will be examined only from the point 
of view of the balance of payments, in which connection it is highly significant, 
representing as it does from some aspects an international movement of people 
which is peculiar to the North American continent. The means by which this 
large volume of purchasing power is transferred from one nation to the other has 
also some unique characteristics. Interchangeability of the currencies of Canada 
and the United States when there are no important disparities in their exchange 
values is an important characteristic of the financial aspects of the tourist trade. 

An examination of the possibility of estimating the volume of the expendi- 
tures of international tourists indicates various alternative methods of approach. 
Among these are the following:— 


1. By investigating the volume of tourist expenditures in hotels, tourist 
houses, etc. This type of investigation might be productive under the conditions 
prevailing in some small European countries where the tourist trade is a highly 
organized industry and where expenditures are concentrated in certain places. 
But in Canada the diversity of the trade is one of its features. Expenditures 
range from those made in the most luxurious hotels to purchases of gasoline at 
filling stations, and from the upkeep of private estates to motor trailer camps 
in the wilderness. Then, too, the determination of the country of residence of 
the tourists would be a persistent obstruction in the way of such a method of 
estimation. 

2. Another potential means of arriving at the expenditures would be by 
obtaining a statement from every tourist at the border on the return to his 
country of residence. It is only necessary to point out the voluminous records 
that would result from such a requirement and the inconveniences that would 
be produced in collecting it, to visualize the difficulties entailed in such an 
approach. Furthermore, not every tourist recalls accurately the extent of his 
expenditures. 

3. Then, of course, there is the possible use of statistics on banking transac- 
tions to throw light on the volume of international tourist expenditures. The 
transfer of currency by banks in Canada to and from other countries would be 
closely related to tourist expenditures, although there are large currency transfers 
connected with railway payrolls. There would also be the various international 
transfers of credit for the purpose of tourist expenditures. In connection with 
these latter transactions, there would be the problem of identifying transfers of 
credit which were for tourist expenditures. There are indications that the volume 
of tourist payments transferred in this way is large. Moreover, it must be borne 
in mind that information of this kind would not reveal the extent of the expendi- 
tures of the various classes of tourists, but it would indicate the localities where 
expenditures were concentrated. 

4. Another method, that followed by the Dominion Bureau of Statistics, is 
to use the detailed records of the numbers of tourists crossing the international 
boundaries of Canada and to calculate the total expenditures of these by means 
of average sample expenditures collected directly from individual tourists. This 
method, it will be observed, is a variation of the second method discussed above. 
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Its accuracy depends upon (1) the completeness of the records of the movements 
of tourists and (2) the representative qualities of the sample expenditures applied 
to the various classes of tourist. With ideal samples this method might even 
produce more satisfactory results than a statement of expenditures from every 
tourist, as many would not know accurately the extent of their expenditures and 
a satisfactory average based on a sample in such cases might be more accurate 
than a guess on the part of the tourists. 

Before describing in detail the method employed by the Bureau, it may be 
of assistance in illustrating the movements of people concerned to outline the 
various ways in which persons enter or leave Canada. 

1. Motor cars— 

(a) Private passenger cars. 
(6) Commercial vehicles, motor coaches, buses, trucks, etc. 

2. Railway trains. 

3. Boats— 

(a) Trans-oceanic ships 
(b) Coastal steamers 
(c) Vessels on inland waterways. 
(d) International ferries. 
(e) Private yachts, cabin cruisers, etc. 
4. Aeroplanes—regular services, chartered and privately-operated planes. 
5. Pedestrians, etc. 


There are also international bridges and tunnels providing facilities for 
the above. 

The variety of methods of crossing the border is impressive—and the 
movement is further complicated by the fact that the persons crossing by these 
various means cross the boundary for different purposes and for periods of vary- 
ing duration. Not all are tourists, even in the broad sense of the terms as used 
here, where tourists are considered to include all temporary visitors in countries 
not their permanent residence who spend money in the country visited 
without earning it there. This term, then, is broad enough to include casual 
visitors of a few hours and persons passing in transit through Canada. It does 
not, however, include persons crossing as immigrants or emigrants nor does it 
include persons crossing regularly for employment or education, as this group 
are more correctly considered by themselves as international commuters, for 
their expenditures are for the most part in the country in which they reside and 
not in the country in which their mcome originates. 

A detailed description of the method now employed in estimating tourist 
expenditures follows:— 


Regular services and special “cruises.” 


Tourists From Other Countries Entering Canada via the 
United States Boundary 


A—BY MOTOR CAR 


The number of automobiles entering Canada for touring purposes across the 
United States boundary is recorded by the Department of National Revenue of 
Canada. Three classes of permit are issued for touring purposes, admitting 
cars for periods of (1) not to exceed 48 hours, (2) not exceeding 60 days, and 
(3) not exceeding six months. Average expenditures for motorists entering 
under each of these classes of permit are obtained from questionnaire cards dis- 
tributed by Canadian border officials (by United States officials since 1937) to a 
sample number of these motorists. The cards are returned by the United States 
tourists to the United States Department of Commerce which compiles the 
information recorded on the cards. Consideration is also given to various col- 
lateral data before the expenditures of the tourists entering Canada in this way 
are calculated. 


64 CANADIAN BALANCE OF INTERNATIONAL PAYMENTS 


B—BY RAIL AND STEAMER 


Since 1936 the Canadian Immigration authorities have recorded the 
number of tourist entries from the United States by train and boat (exclusive 
of ferry). Since 1935 direct information on the expenditures of this class of 
tourist has been obtained on sample cards in much the same way as with auto- 
mobile tourists. 

Previous to 1936 the number of tourists in this class was obtained from 
statistics supplied by the principal railway and steamship companies as to 
the number of passengers ticketed from the United States to Canadian points 
and vice versa. To classify these total passenger movements into tourists 
according to country of residence, it was necessary to deduct immigrants, etc., 
and to use a ratio based on the proportion of automobile tourists after making 
allowance for the difference in the ratio of population to passenger cars in the 
two countries. The information first made available in 1936 has placed this 
estimate on a more satisfactory basis. 


C—BY MOTOR COACH, BUS, FERRY, AEROPLANE, ETC. (Residual Estimate) 


Estimates of expenditures of this group of tourists must be considered an 
arbitrary approximation of the residual traffic, rather than a thoroughly cal- 
culated estimate, owing to the lack of detailed statistics. The various classes 
of movement falling in this group will be discussed elsewhere. 


Canadian Tourists Entering the United States 


A—BY MOTOR CAR 


Information supplied by the Department of National Revenue constitutes 
the basis of this estimate. The number of Canadian automobiles exported to 
the United States under permits for touring purposes is supplied by that 
Department. By means of postcard questionnaires distributed by Canadian 
customs officials to Canadian motorists proceeding to the United States sample 
data on the expenditures of these tourists were obtained and applied to the 
number of cars. It should be noted that only one class of permit is issued to 
Canadian tourists as contrasted with the three which are issued to United States 
tourists entering Canada. 


B—BY RAIL AND STEAMER 


Information on the total passenger movement supplied by the principal 
railways and steamship companies and the Canadian Immigration authorities 
is the basis for computing the number crossing by these means. The number 
of tourists who are residents of the United States is deducted from the totals 
for 1936. Prior to that vear the totals were divided by the ratio already 
described above in connection with the United States tourists. In 1935 and 
1936 sample expenditures were obtained on questionnaire cards, distributed 
through the co-operation of the Canadian Immigration officials. 


C—BY MOTOR COACH, BUS, FERRY, AEROPLANE, ETC. (Residual Estimate) 


An arbitrary approximation of the expenditures of this residual group of 
tourists has been made as in the case of the expenditures of the comparable 
group in Canada. 

Overseas Tourists 


A—TOURISTS ENTERING CANADA VIA OCEAN PORTS 


Immigration statistics on non-immigrant arrivals at ocean ports are used 
as the basis for this estimate. Most of these are recorded by class of steamship 
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passage and average expenditures are applied. The average expenditures used 
in recent years have been $1,200 for first class, $850 for cabin and $600 for 
other classes of passenger. Information has not been obtained directly from 
tourists in arriving at the averages. They have been taken at levels some- 
what higher than the corresponding averages for Canadian tourists returning 
from overseas countries, as a considerable number of the latter are British or 
foreign born who visit their friends and relatives at home and whose expendi- 
tures are consequently assumed to be lighter than those of tourists in Canada. 


B—CANADIAN TOURISTS TO OVERSEAS COUNTRIES 


This estimate is based on immigration statistics on returning Canadians 
via ocean ports, which for the most part are available by classes of passage. 
Sample expenditures in the various classes are obtained from a questionnaire 
sent to passport applicants. For several years prior to 1937 the average 
expenditures used were $1,191 for first, $778 for cabin and $440 for other 
passengers. Special calculations are made of the expenditures of groups like 
the Vimy Pilgrimage, when it is believed that these differ Tee from 
the averages. 


Chief among the obstacles in the way of more detailed statistics of the 
tourist trade is the limited amount of basic records of the movements of people 
across the border. Until more complete information is available on the numbers 
of persons crossing the international boundaries in appropriate classifications, it 
would be very difficult to proceed to refine the methods of sampling according 
to the various classes of expenditure. Any analysis of the international tourist 
trade in this way is restricted by dependence upon statistics of the number of 
tourists entering or leaving Canada. 


The statistics that have been outlined: in the above description of the 
method employed by the Bureau are subject to some deficiencies. For example, 
the movement of motor cars is not completely recorded. The Customs permits 
issued for foreign cars entering Canada for touring purposes and for Canadian 
cars exported for touring purposes do not record every motor car crossing the 
border. There is a special class of permit issued for cars entering Canada for 
other purposes, the traveller’s vehicle permit. These permits are issued for cars 
frequently taken across the border for business or other purposes. In certain 
cases therefore the number of permits is no indication of the number of 
crossings made by the vehicles or of the number of passengers carried. Then, 
there are motor cars that cross the border without any permit of the types 
mentioned. It is possible to take a car across the border temporarily, by 
depositing the licence permit with the border officials. For these reasons the 
records of the number of motor cars crossing the border and used in calculating 
that group of tourist expenditures are incomplete. 


Expenditures omitted because of this and other gaps are, of course, allowed 
for in the item of expenditures arbitrarily estimated and referred to in sections 
(c) above, for tourists by motor coach, bus, ferry, aeroplane, etc. The obstacle 
in the way of a detailed calculation of these miscellaneous expenditures is the 
absence of statistics recording the movements in the necessary detail. Arbitrary 
estimates have been made to fill these gaps pending a more intensive study of 
the field. 


Some of these other movements included in the estimates of residual expendi- 
tures will also be pointed out here in more detail than is given above in the 
descriptions of the items. There is a heavy local traffic at many border points 
which is made up of persons crossing the international boundary for short visits 
of a day or less in neighbouring communities. Most of this local traffic is con- 


centrated in some of the urban communities at the border, such as the Detroit- 
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Windsor area where the casual crossings are most numerous. Convenient facili- 
ties for moving between the Canadian and United States communities make the 
international contacts very comparable to contacts between contiguous com- 
munities in the same country. These movements are quite heavy judging from 
the various sources of information indicating their volume, but the per capita 
expenditures are not comparable to those of the classes of tourists that have 
been described above. But the number of these crossings is great enough to 
represent a substantial amount of total expenditures and may not be dis- 
regarded. Of course, some of these movements have already been included in 
the statistics of motor car permits but, as indicated above, not all motor cars 
crossing the border are represented by customs permits. Then there are the 
additional means of crossing employed at many of these points where ferries, 
tunnels and bridges exist. The convenience of such utilities makes the passage 
between the Canadian and American communities very simple and results in 
streams of pedestrians and passengers unrecorded in any of the statistical series 
mentioned above. 


Many of these persons are habitual crossers visiting the neighbouring com- 
munity for such purposes as employment, school attendance, and business or 
pleasure. The earnings of the first group, persons crossing for employment, are 
estimated and included separately in the balance of payments statement. The 
second group is small but the third group is the*one which is now largely 
undetermined along with the group of more casual visitors who do not cross 
the border habitually. 


Some indication of the size of the group of habitual crossers is given in the 
Border Crossing Statistics of the Immigration and Naturalization Service of the 
United States Department of Labor. Guides to the volume of crossings are 
given by various statistical compilations. The Immigration authorities in both 
the United States and Canada issue statistics on the gross movements across the 
international boundary. By deducting the number of tourists who have been 
included among those crossing by automobile, rail and steamer, etc., the approxi- 
mate number of the residual group of local crossers may be ascertained. How- 
ever, division of the gross movement according to country of residence of the 
crossers is not considered sufficiently accurate to provide a satisfactory statistical 
measurement of the residual movement of tourists. The United States Immigra- 
tion Service made a sample count of residents of Canada going to the United 
States on certain days during the summer of 1937, showing the means of trans- 
portation. Unfortunately this sample did not include as many days as would 
be desirable. The Canadian Immigration authorities are now, in statistics of the 
total inward movement from the United States, providing more information on 
the methods of transportation. When they become more developed, these new 
departures in the collection of border crossing statistics may contribute sufficient 
working data upon which to base more reliable estimates of the international 
expenditures involved. 


Included in the residual estimates are the expenditures of “ cruise” 
passengers from vessels touching at Canadian seaports and the expenditures of 


persons from privately owned aeroplanes, as well as those travelling by regular 
air services. 


Trends in tourist expenditures affecting the Canadian balance of payments 
are illustrated in Statement X. Perhaps the most outstanding feature of the 
relationship between the international tourist traffic and the balance of payments 
is the consistent appearance of a net balance in favour of Canada each year, 
which has become an important item of Canada’s revenue from external 
sources and which is the most important “ invisible”? revenue in the current 
account. 
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X. ESTIMATED TOURIST EXPENDITURES, 1924-1937 
(In millions otf dollars) 


Expenditures | Expenditures 
in Canada of Canadian 


Year of Tourists Tourists in Net 

from Foreign Foreign Credits 

Countries Countries 

(Credits) (Debits) 
te ith). Bie. J. £0. Boris Aer eS . AAI... 173-0 85-0 88-0 
Wine Bye SU a te ARO Oy ire Am OE Oe NE Ta ok ba 193-2 86-2 107-0 
My Can Deret tie ef phen ghee at firsts sa ine fees eR eae hs 201-2 98-7 102-5 
Daan: Phi AAP A. Ate o. LE TORT, Fee i oe 238-5 108-7 129-8 
eee mT eee Rieti! cr AN. ancy oh sip aye. chard vce Uae IS Divs aisle 215-2 107-5 167-7 
REM ek c cise 6S oe be us as Cpe Cee ee TE Ee 309-4 121-6 187-8 
‘2.312 OUR) (8S 8 RS ESO A Ee ee aT SES tee tee oe el Seas S 279-2 100-4 178-8 
Pe PeeEON, (rete. 822. SLs: sey curl cers J hae ee ote) 250-8 76-4 174-4 
ESB ee ce  LOLN SRR NRE a a a er re RR EI Dre fn oo a RA Re 212-4 57-4 155-0 
Ase te x. dee eee ee ANY, OAR OO Ree, SS | AS, 117-1 50-9 66-2 
RO eres. cae. Sahat shee a tees) cou Cee ee). OA. ek Oe 146-0 63-6 82-4 
TEE 2 Woe aR een Ute REREAD St 5h AieRORe RTE SRM el ae IR en EMER 214-8 95-6 119-2 
POOR Fee ce ee ne ee SiR ee Ey ee ee hae ee ee 251-3 110-4 140-9 
Stee. SITE SB: ROH OLS. ARB rte. 294-7 124-4 170-3 


When compared with the fluctuations in the balances in the commodity 
trade during the same period, the balances of credits from the tourist trade 
appear relatively stable. During these years the commodity trade balances 
have varied from substantial debit balances to large credit balances, the largest 
of the latter appearing in 19386 when the balance on merchandise account, 
exclusive of gold, was $322 million. In contrast, the credit balance from the 
tourist trade, in the years between 1924 and 1937, has never been below the 
$66-2 million reached in 1933 or higher than the $187-8 million attained in 1929. 
This peak in 1929 was only reached after a consistent and rapid growth and the 
volume of net credits was well maintained until the sudden contraction in 
1933 to the lowest level reached during the period. The subsequent growth in 
net credits up to 1937 has again been steady, although the former high level 
has not yet been reached. 

When the movements in the two groups of expenditures are observed, some 
light is thrown upon the changes in the net credits earned. The largest and 
sharpest fluctuations have been in the expenditures in Canada by tourists from 
other countries. The lowest level of these was reached in 1933 when expenditures 
in Canada totalled only $117-1 million or about 37 per cent of the $309-4 million 
spent in Canada in 1929 by tourists from other countries. The range between 
the high and low of Canadian expenditures in other countries has not been quite 
so wide, expenditures in 1933 being about 42 per cent of expenditures in 1929. 
Furthermore, in the expenditures in Canada, there was the very sharp contraction 
from $212-4 million in 1932 to $117-1 million in 1933, while in the Canadian 
expenditures in other countries there was the more moderate decline in that year 
from $57-4 million to $50:9 million, most of the decline having occurred in 
the earlier years of the depression. 

An important consequence of these fluctuations was that the credit balance 
from the tourist trade was well maintained in the years 1930, 1931 and 1982, 
while other income in Canada was contracting. There can be little doubt that 
changes in the national income in the United States have an important bearing 
upon’ tourist expenditures in Canada. Whatever relationship there is, however, 
appears to be rather complex, as consideration must be given to the possibility 
of variations in the elasticity of demand for the services connected with tourism 
among the different income groups, under different circumstances. In any case, 
the contraction in the national income of the United States between 1932 and 


1933, as revealed by estimates in that country, was small compared with the 
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sudden slump in American tourist expenditures in Canada in 1933. It should 
be noted, however, that the decline in the amount of expenditures in terms of 
United States dollars was not so great, the difference between the expenditures 
in terms of Canadian and United States dollars in 1932 being estimated at 
about $18 million. The prevalence of a substantial premium on United States 
dollars throughout 1932 would in itself provide a stimulus towards the mainten- 
ance of U.S. expenditures in Canada, in that year, while the premium was much 
reduced in 1933 during the months when the tourist trade was concentrated. 


In comparing the course of tourist expenditures in Canada throughout the 
period with available statistics on the national income of the United States, 
it is interesting to observe that in each year between 1929 and 1937 the changes 
in the two series were in the same direction. But, as has been already pointed 
out above, the changes, although always in similar direction, have not been 
at all in similar proportions. This is to be expected when all of the complex 
influences affecting the demand for tourist services are considered. It seems 
reasonable to conclude, however, that the Canadian tourist trade is closely 
related to changes in United States income and that, on the basis of past 
experience, it would be only in very unusual circumstances that United States 
tourist expenditures in Canada would move in a contrary direction to the 
total income of the United States. 


The fluctuations in the expenditures of Canadian tourists in other countries, 
of course, also reflect variations in Canadian income. But the volumes of these 
expenditures in 1932, 1933 and 1934 indicate that there is a lower level beyond 
which such expenditures are not likely to drop, even under very adverse circum- 
stances. These three years mark the ebb in Canadian income in recent years and, 
in addition to the low level of income, there was the influence of the high premium 
on United States funds in Canada upon the volume of Canadian expenditures 
in the United States throughout 1932 and the winter and early summer of 1933. 
Although the depreciation of sterling during this period would serve to stimulate 
Canadian expenditures in the British Isles, this contra-factor is of less significance 
than the premium on United States funds, as the largest proportion of Canadian 
expenditures is in the United States. When the force of these adverse factors 
in reducing Canadian expenditures in the United States is considered, there 
seems reason to believe that the expenditures in those years must have been 
about their lowest level. If this is the case, this indicates the limits to the 
flexibility of Canadian tourist expenditures in other countries. 


As United States expenditures in Canada constitute the bulk of the total 
expenditures in Canada of tourists from other countries, it is of interest to 
observe the relationship between these and the total expenditures of American 
tourists outside of the United States. In Statement XI there is compared the 
volume of total expenditures of American tourists abroad, between 1926 and 1937, 
with the expenditures of American tourists in Canada, showing the percentage 
the latter expenditures were of the total in each year. It should be noted that 
expenditures in Canada are expressed in Canadian dollars and the percentages 
will therefore be influenced by exchange fluctuations, especially in 1932. 


As the statement shows, there have been wide fluctuations not only in the 
amounts spent but also in the proportion of total American expenditures in 
Canada. The proportion spent in Canada has been less subject to variation, 
however, and the widest spread revealed is between the proportion spent in 
Canada in 1926 (29-53 per cent) and the percentage spent in 1985 (approximate- 
ly 50 per cent) while the volume of expenditures, both the total and the amount 
spent in Canada, declined from the peak in 1929 to the lowest level in 1933. 
In each case, expenditures in 1933 were about 36 per cent of the 1929 level. 
The recovery in expenditures since 1933 has been more marked in the expenditures 
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in Canada than in the total expenditures abroad, with the result that larger 
proportions of the total expenditures were spent in Canada in 1935, 1936 and 
1937 than in any previous year in the period covered by the statement. Thus, 


while the expenditures in Canada in 1937, $278 million, were exceeded only by the 


$296 million spent in 1929, the total expenditures of Americans abroad in 1937 
were still far below the level they occupied in the five years shown before 1931. 


The estimated distribution of tourist expenditures between Canada and 
other countries for the period 1926 to 1937 is shown in Table 10. 


XI. ESTIMATED EXPENDITURES OF UNITED STATES TOURISTS IN CANADA 
AND TOTAL EXPENDITURES OF UNITED STATES TOURISTS ABROAD, 
1926-1937 
(Millions of dollars) 


Total Expenditures 
Expendi- Expendi- in Canada 
tures (2) tures (?) Per Cent 
Year of American | of American of Total 
Tourists Tourists in | Expenditures 
Abroad Canada Abroad 
(U.S. (Canadian % 
dollars) dollars) 
POCO ee a eee ee deinen. Ee Te RRO, ORS, See alg at 640 189 29-53 
TORT TPO). TE, ee Ae UE eT ee eee 681 224 32-89 
DE REN. hte Se ) EERE ARE Gah Oke ON eee BO Se na, 715 262 36-64 
“Toate, le cater tind ate oat gb: aac Ath danke hecgapbecabuiermarty alent beta hd re Atel Aen 821 296 36-05 
PO RRS he ONL ERROR COTTE WER EE TLS ORT, ng ORE SL 762 266 34-91 
De lee Re eR, tae ML eae laa nha Winer: plaid 568 239 42-08 
OS Raa Ie eee pee EPR IME NG Re etn i: Say memene ahs ara are 446 202 45.29 
Fess. See. AO GE ee. IQ OD ad. 292 109 37-33 
Oe a, Myre ok . ete. ceva: : keh e ee. UE REE Ds os 331 136 41-09 
Bey REE eT etme NETO Rh le org oh log alias 409 205 50-12 
es AL OOS oa AL A Oe Ae | eee nie ee 497 238 47-89 
OTR. RRP T ML RS PA eet OPE). ath Or. Ai aa ete ee 594 278 46-80 


(1) United States Department of Commerce, Bureau of Foreign and Domestic Commerce; The 
Balance of International Payments of the United States, 1937. (2) Dominion Bureau of Statistics. 


CHAPTER XII 


Freight and Ocean Shipping Transactions 


The study of the payments connected with international freight services 
has the primary purpose of taking account of transactions which are not already 
included elsewhere in the Balance of Payments statement, as, for example, in 
the statistics of the commodity and tourist trades. Therefore it does not purport 
to measure separately the complete international exchange of transportation 
services, since these are partially covered in the value of commodities exported 
or in tourist expenditures. With the exception of a considerable amount of the 
inland freight on grains, flour and milled products exported from Canada, how- 
ever, Canadian trade statistics include less freight charges than the statistics 
of many other countries. 


Accordingly the procedure of estimating international payments for freight 
services must be closely related to the principles followed in the valuations 
employed in the official statistics of exports and imports. In Canada imports 
are valued at the fair market value in the country from which the merchandise 
was exported directly to Canada. Fair market value is interpreted as the price 
of the goods when sold for home consumption in the principal markets of the 
country in which they are sold, so long as this price is not less than the cost 
of production at the time of shipment plus a reasonable advance for cost of 
selling and profit. This basis of valuation, sometimes referred to as the 
“F.O.B.”* value, is in direct contrast to the practice in many countries of 
employing the “C.I.F.”* basis, which values the goods at the point of entry 
into (or export from) the country, the costs of freight, insurance, etc., to the 
national boundary being included. Canadian exports also are valued on the 
f.o.b. principle, that is, at the actual cost or value at the time of exportation at 
the points in Canada from which the goods were consigned for export. Conse- 
quently, with the important exceptions already referred to, it is necessary to 
calculate the earnings of Canadian carriers in transporting Canadian exports 
to the boundary or ocean ports and the payments to non-Canadian carriers 
for their services in carrying imports to the point of entry into Canada. 


Calculations of freight payments have a value quite apart from the use 
to which they are put in the balance of international payments. 


(1) They provide a more accurate picture of the total values of exports 
and imports. Thus, Canadian imports are higher by the amount of 
freight paid thereon to United States railroads and to British and 
‘orelgn vessels which carry the goods to our ports and boundaries. 
These expenses are part of the total cost price. For the same reason, 
Canadian exports are higher by the amount of freight earned by 
Canadian railways and lake steamers, etc., which carry the goods from 
the point of origin to the boundary or ports, and by the revenues 
earned by Canadian vessels carrying exports across the ocean. 

Actually, the addition of the estimated freight costs to the recorded 
values indicates that Canada’s imports are under-valued to a greater 
extent than her exports. 


(2) lie estimates of freight received and paid may be applied to individual 
commodities with very illuminating results. For example, the recorded 
value of some 11 million tons of coal imported from the United States 


*This refers to the official as distinct from the commercial use of this term. 
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in 1936 was approximately 26 million dollars. This figure represents 
the price at the mine or point of origina] shipment. If we add to this 
the cost of freight to the Canadian boundary, an expense ultimately 
paid by the Canadian importer, the cost of coal imported is increased 
to over 51 million dollars, or about twice the import value. 

(3) Finally, the estimates of “invisible” freight imports and exports can 
be used to convert Canadian trade figures to a c.if. basis for more 
accurate comparison with the trade returns of other countries. If this 
were done, the total trade of Canada would be represented as some- 
what greater than the present figures show. Without this adjustment, 
there frequently appear discrepancies between the trade statistics of 
different countries relating to the same inter-area trade, i.e., between 
Canada and other countries. 


ESTIMATED “CIF.” VALUE OF IMPORTS OF MERCHANDISE INTO CANADA 
FOR CONSUMPTION, CALENDAR YEAR, 1936 
(In Millions of Dollars) 


Customs Value of Merchandise Imports rie SSO eR fe) 635°2 
Payments tow UnitedsStates: Ratiways. : Sige. acs fasen- «5 2 hubae os 45:0 
Payments for Inward Ocean Freight via Canadian or United 
ie eee OF Se ee an rarer here Ww St ieee sal iait cuales 40-0 
Payments for Other Transportation Services, Insurance, Com- 
MisHOns ELGG Ay) ok The tle ane teak he ok Se Lee Pe RPO te ES 10-0 


Approximate Value of Merchandise Imports “C.I.F.” Canadian 
SG OECET ae pied ERE Skee shah cts op A ee oleh ae cit 4 ee se Ek 730:2 


DESCRIPTION OF METHODS OF CALCULATION GF FREIGHT PAY- 
MENTS AND RECEIPTS 


Freight payments and receipts, so far as Canada is concerned, fall into the 
following categories :— 
Freight Payments made by Canada 

(a) Freight earned by United States railroads carrying export goods to the 
Canadian boundary. This item was formerly the most important of 
the “invisible” freight calculations, when Canadian imports origin- 
ating in the United States were particularly large. 

(6) Freight earned by British and foreign vessels carrying Canadian 
imports from overseas and the expenditures in other countries on 
account of Canadian vessels. 

(c) Ocean freight, paid on imports coming into Canada via the United 
States. Railroad freight expenses in the United States on “these imports 
are, of course, already included under (a). 


These Shae coneHbnte the “payments” or debit items. 


Freight Receipts by Canada 

(a) Freight earned by Canadian railways, etc., carrying exports to the 
ports or boundary. 

(b) Freight earned by Canadian railways on the transit traffic, i.e., that 
which is received from and delivered to foreign connections. For 
example, the Canadian National Railway moves several million tons 
of American commodities in bond from the St. Clair River points 
through Ontario to Buffalo or on through Quebec to Montreal. The 
earnings on this traffic constitute an invisible freight receipt (export) 
and, while not analogous with the other categories listed above, it is 
convenient to include it under this section of the balance of payments. 

(c) Freight earned by Canadian vessels carrying exports overseas and 
the expenditures in Canada on account of British and foreign vessels. 


These three constitute the “receipts” or credit items. 
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Freight Paid to United States Carriers on Imports from the United States 
—Payments or Debits 


The Annual Summary of Monthly Traffic Reports, issued by the Bureau of 
Statistics, lists the “tonnage of revenue freight received from foreign connections 
destined to Canadian points” (9,201,566 tons in 1936). This total, however, 
refers only to revenue freight, and will not include the considerable quantity of 
coal and some less important commodities which the Canadian railways import 
for their own use from the United States. 


As there also seemed to be the possibility that the import valuations might 
include some United States rail freight charges when coal was purchased at or 
near the border, it was considered preferable to treat coal imports independently 
of the imports of other commodities from the United States. The freight paid 
to United States railways on imports. from the United States has been divided, 
therefore, into: 


(a) Freight on Non-coal Imports; 
(6) Freight on Coal Imports. 


RAIL FREIGHT ON NON-COAL IMPORTS 


In the calculation of this item, it is assumed that the tonnage of non-coal 
revenue freight received from foreign connections represents the total imports 
via land from the United States. This is not strictly true. Some overseas 
imports at the Atlantic and St. Lawrence ports, etc., are included, but the pro- 
portion is sufficiently small to be neglected (say 5 per cent). The next step 
is to compute a weighted average freight rate to be applied to the tonnage of 
non-coal imports from the United States in order to arrive at the freight costs. 
This method of estimate is more likely to yield satisfactory results than the 
more normal procedure of taking an estimated percentage of the value of imports 
as the probable cost of freight because of the fact that fluctuations in railway 
rates are less frequent than alterations of prices. 


To compute an average freight rate for the years prior to 1936, therefore, 
a calculation has been made from figures relating to freight earned by all United 
States railroads on different commodities, published by the Inter-State Com- 
merce Commission, relating to 1929. Thus, by dividing the “tonnage of revenue 
freight originated” into the freight revenue—for each of the more important 
commodities entering into the Canadian import trade—we arrive at a freight 
earned per ton for the “average haul.” The rates so obtained apply to 80 per 
cent of the non-coal freight actually imported into Canada from United States 
by rail in 1929. The weighted average was $5.48 per ton and may be applied 
to the total tonnage imported if we assume that the ‘‘average haul” for each 
commodity on the United States railroads corresponds to the average haul for 
that commodity to the Canadian boundary—and it is believed this assumption 
is reasonably close to the mark. However, the average rate has been adjusted 
downward for the following reasons: 


(1) Import tonnage from United States as recorded above is too high 
because of the inclusion of some ocean imports already referred to. 


(2) Some Canadian imports from United States are bought from wholesalers 
at lake ports or boundary points at a price which includes freight. 


In order to make allowance for these facts, the average rate per ton is 
arbitrarily reduced to $5. Freight paid on 3,986,398 tons of non-coal imports 
in 1936 is, therefore, estimated at $19,900,000. 
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As a check on this indirect method of calculating freight payments by 
means of an average rate, more direct information was obtained from the Cana- 
dian railways on the earnings in 19386 of United States and Mexican carriers on 
commodities loaded on their lines in the United States and Mexico and destined 
to points in Canada. These figures, supplied by the Canadian railways, include 
payments to United States railways on coal carried by all-rail routes and. 
consequently, do not compare directly with the estimate of freight on non-coal 
imports described above. But when the estimate of earnings of United States 
railways on coal imported into Canada by lake vessels, which is described else- 
where, is added, along with an estimate of the earnings on other commodities 
imported to Canada by lake vessels, an amount comparable to the indirect 
estimate of the total freight paid to United States railways on imports from 
the United States is obtained. The total payments calculated directly in this 
way were about $44 million for 1936 compared with the amount estimated 
indirectly at $45 million. This agreement between the results of the two 
methods is a valuable confirmation of the validity of the method used in cal- 
culating the payments to United States railroads for the transportation of non- 
coal imports for the years 1926-1935. 


It should be noted, however, that data obtained for 1937 from the railways 
indicated smaller payments than the amount calculated for that year on the 
basis of the average rate. The information obtained directly from the railways 
has been used in the freight item for 1937 as is described later. 


FREIGHT PAID ON COAL IMPORTED FROM THE UNITED STATES 


Freight paid on coal cannot be calculated from the traffic reports as the 
tonnage of coal appearing in these reports as “revenue freight received from 
foreign connections destined to Canadian points ” does not include coal imported 
by the Canadian railways for their own use. The original method adopted 
of estimating the freight on coal relies upon the different valuations represented 
by the United States statistics of coal exports to Canada and the Canadian 
import statistics. The former statistics value the coal at the boundary or ports 
of export and, therefore, include the United States freight charges while the 
Canadian statistics value the coal at the point of original shipment in the 
United States. The difference between the Canadian and United States statistics 
should, therefore, be a measure of the freight in the United States. 


A factor that favoured the use of this method was the possibility that some 
importations might be valued in the Canadian statistics at a valuation that 
included some United States freight when purchased from a wholesaler at a 
point near the border. There has been reason to question the results of this 
method when apphed to coal imports in some of the more recent years. An 
analysis of the average freight rates calculated per ton on the basis of trade 
statistics shows a sudden drop in the cost for anthracite in 1930 which cannot 
be explained by any change in quoted rail rates. An examination of the value 
of coal per ton according to the Canadian import statistics from 1926-1936 
definitely shows that the sudden change in the rates resulting from the method 
does not lie in any change in the method of quoting import values. The import 
values per ton are close approximations of the average mine price for each year. 


Because of the doubtful results for some years, an investigation was made 
into the freight charges connected with the importation of coal into Canada in 
the period between 1930 and 1936. As a preliminary, it was necessary to deter- 
mine definitely what price the Canadian import statistics represent. Inquiry 
confirmed the principle that the import values approximate the mine prices 
very closely. The problem was, therefore, reduced to a determination of rates to 
be applied to certain tonnages. But to arrive at suitable rates it was necessary 
to know the tonnages of anthracite and bituminous coal carried by all-rail routes 
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and by lake and river boats separately. Further analysis was then required to 
ascertain the points or ports to which the coal was carried by the American 
railroads and the sources of such tonnage. A description of the detailed study 
of coal imports used in revising payments for freight on coal imported from the 
United States from 1930 to 1936 follows. 


- Coal Imported via Lake and River Ports 


Most of the coal imported by these routes is bituminous. In 1936 the 
tonnage of coal imported into Canada from United States Lake Erie ports was 
6,834,960. Of this total 1,985,755 tons were definitely Pennsylvania coal and 
900,000 tons definitely Southern and the remaining 3,949,205 tons were partly 
from these two regions, as well as from other regions. Average rates were, 
therefore, calculated to suit as closely as possible these three groups of tonnage, 
as the rail rates to United States lake ports differ according to the geographical 
origin of the coal. Although there was no source of information discovered 
which showed the detailed movements of coal from the mines to United States 
lake ports for export to Canada, it was possible, from information on the ton- 
nages of coal carried to lake ports from the different producing regions obtained 
from Savard’s Annual and with rates supplied by the Dominion Fuel Board, to 
arrive at weighted average rates for these three categories: (1) Pennsylvania 
Coal, (2) Southern Coal, (3) All Coal. 


XII.—TONNAGE AND RATES TO LAKE ERIE PORTS 
(PENNSYLVANIA COAL) 


Tonnage as = 
Origin to es at ee 
Lake Erie oe ATREs 
$ $ 
Hreeport. stewed dso Le Basie dey: Wee. hee te 1,358, 765 1.46 
IBUtten MeTCO?. o.c-.s sb wkt FW. oe atk ha Se ie ee cee 159, 120 1.46 2,216, ee 
MSOVeredale: PUAN Loe (Pease MRE? EENR TSE! Perea ec eee eee: 1,895 DG 3,27 
Pittsburgh... 5.:.ccse tase etic Mek ooh perereet | aA) 6, 246, 839 1.46 9,120,385 
CGAP MOI: aie) tp tad cote Cs Ske a iiat ders aah snapateede ieee ee ee 1,310, 653 1.73 2,267,430 
Gonnelsville® Fe. coe ee A RR, Ae, Renee, Aa oe 1, 636, 647 1.54 2,520,436 
10, 713, 919 16, 127, 641 
Weighted average rate for Pennsylvania Coal $1.51 
(SOUTHERN COAL) 
Origin Tonnage to Freight Freight 
Lake Erie Rate Charges 
$ $ 
Kentucky). ecemes ee ks hea aig he maatine, dae) LE RIE ee saaioks 8, 514, 304 1.81 15, 410, 890 
VERSIE ete eg tee eee ae Ae Meare hee ene Leet re 341, 916 1.96 670, 155 
Tétinéssees ©. 02 Rae MG. 22M oh RARUIOIAOIUE RES & 196, 406 1.81 355,495 
9, 052, 626 16, 436, 540 


Weighted average rate for Southern Coal $1.82 
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TONNAGE AND RATES TO LAKE ERIE PORTS—(Cont’d) 


(ALL COAL) 
Origin 5 Tonnage to Freight Freight 
Lake Erie Rate Charges 
$ $ 

on Se a A TO Se ARI, Ales dh Me a, oR EL A 7 2,024, 942 1.43 |) 
ESRI PVE ate Mead atch 2 eee che tae RE OT ese REA 231,012 1.48 
Thieye evita a) 2k Oat ee ale ape eee ene een cere eT OMe 104, 343 1.43 3,388, 820 
ERO 8 6 a KM? LEI TT ILO 0 Raa ER, Oe 3, 147 1.43 |} 
LOYD Sey OSL ci I eee es Be ae hav meh 1,358, 765 1 46 |) 
eceD- re rCerur iiss « Mees ASE ie: ea ae eens ee. 159, 120 1 46 Jf 2,216, 112 
NL SO AAA RL CO nd oe RO A ae I RE OE 1,895 L738 3,278 
Sea AS Sad ee ae TORE ae CCPL  e e e AMOS. (o Ae ee Pee 6, 246, 839 1.46 9,120,385 
(cd Shey ge be WN peer Daetanl aac h WP Gein igeb AA Durtie NE Sekt lah so ky shee Beals My 2D) 1,310, 653 Ds73 2,267,430 
WPOUTCISVILIO aL... Ode. te te ENED PA LIOR LOT 1, 636, 647 154 2,520,436 
PA OUMGSV LO te arn Alger tsi tren ot het Oe a eets <r aeee eee 312,305 1 46 455, 965 
ALIGNS ORR. LLLSR . SNE: teehee AR atid: CRD 13128; 23% 1.66 1,872, 863 
Lm perland., ci tecniOmt. aches. Cee. Le a ee at 45,014 1 83 82,376 
Le Te 0 A st NOE SA RAOF. RPT Rue deat Senne ARR EREES: GPE, SONAR bet: fae Re 7, 643, 889 1.81 13, 835, 439 
ANS NG fi eer hd BC Tk Re ar Se Ca ee BO AL 2,644, 744 1 81 4,786, 986 
RVG ROU et es Pee ee ree eS cen’, Brae! LARS 2,456,377 1.96 4,814,499 
POCanOUEAS Oe Na fot te See ot RE. 687 TOA Waa. 7,643, 676 1.96 14, 981, 605 
LMT aot oe i aes o> Sa Se; PAL Pe ara eg 8,514, 304 1 81 15,410, 890 
War IDIS | Aeek Beet bebe oid oe. crate ates WUE bab LON. seh ee tah. 341,916 1.96 670, 155 
LSTEN TN SCPE ar nt eae a Man ated Seb ficial gl tr et iene is Mb 196, 406 1.81 355, 495 

44,010, 585 76, 782, 734 


Weighted Average Rate for All Coal to Lake Erie Ports: $1.74 plus,—say $1.75. 


The weighted average rates obtained in this way may not, of course, be 
the exact ones to apply to the tonnages destined to Canada since it is impossible 
to know how much coal from each sub-region reached Canada. Obviously, 
however, it is for just that reason that the weighted average must be used. 


As an additional check on rates the third section of statement XII was 
constructed since the tonnage of coal imported from United States Lake Erie 
ports, which is definitely traceable as Pennsylvania and Southern coal, does not 
include all the producing centres in these areas, and since coal comes from 
other centres in these areas, a more comprehensive list of points of origin in the 
Pennsylvanian and Southern fields is included in the third section. Points of 
origin in other areas are also included. 


In addition to the basic freight rates computed above, there is an emergency 
addition to the rate to be considered. During part of 1936 this addition was 15 
cents per ton, and then was reduced to 10 cents per ton. Slightly more than 
half the tonnage to the lakes was subject to the 10 cents addition. This item 
is included, therefore, at a flat rate of 12 cents. Furthermore, there is an off- 
loading charge of 8 cents per ton. There are other charges for such things as 
switching, but no information on them is available. In any case, they are not 
of great importance. 


The resulting Canadian payments to United States railroads for the trans- 
portation of coal from the mines to Lake Erie ports are shown in statement XIII. 
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XIII.—RAIL CHARGES TO LAKE ERIE PORTS ON COAL FROM UNITED STATES 


Origin Tonnage Rate* Charges 
$ $ 
A epost hiG Re ho: Ok A a RU ee Caer PERM ERIE Pay Wecrve BT Ss Wie YEE 1,985, 755 1h PA 3,395, 641 
Pe tOy V1 6c) a) RANE OOS Mies Cb ih IE ae Re EL GRC SAMMI Yeo 900, 000 2.02 1,818, 000 
ATO CSET ES es SS ot ot ee 3,949, 205 1.95 7,700, 950 


6, 834, 960 12,914, 591 


* Rate includes 12 cent average for emergency addition and 8 cent off-loading charge. 
7 ‘‘All Other’’ includes some Pennsylvania and Southern coal. 


United States ports on Lake Ontario exported, in 1936, an estimated 759,333 
tons of coal to Canada. The rail rates to these ports from the mines average 
about $1.75. With the additions and charges the average rate becomes $1.95 
and the resulting estimate of the Canadian payments to United States railways 
for the transportation of this coal to United States ports on Lake Ontario is 
$1,480,699. 


Total Canadian payments to United States railroads for the transportation 
of coal to all United States lake ports, therefore, totalled $14,395,290 in 1936 
as calculated below. 


Rail Payments on Coal to United States Lake Erie Ports.... $12,914,591 
Rail Payments on Coal to United States Lake Ontario Ports.. 1,480,699 
‘Lotal: Povimen tai vetes Woe nan) des ean ae tn, ie aie oe $14,395,290 


There still remains the necessity of estimating the amount of Canadian 
payments to United States vessels for the transportation of coal from United 
States lake ports to Canadian lake and river ports. Although some rates were 
available, the tonnages carried by United States vessels were not available. 
‘Consequently, it was necessary to estimate this tonnage at 10 per cent of the 
total, or 683,496 tons. On this at an average rate of 35 cents a ton the freight 
charges would be $239,213. As the amount involved is small this estimate is 
used until more exact data are available. 


The total Canadian payments to United States carriers for coal imported 
via the Great Lakes therefore amount to $14,634,503, as below. 


Payments on Transportation to United States Lake Ports.... $14,395,290 
Payments on Transportation from United States Lake Ports.. YR! WA} 
Total Payments to United States Carriers............ $14,634,503 


All-Rail Coal 


Of the total coal recorded as imported from the United States in 1936 
7,594,293 tons have been treated as lake traffic. There remains, then, the coal 
imported by all-rail routes or by sea. Of the latter, there is relatively little. 
Exact information is not available, but evidence points to not more than 
125,000 tons having entered by ocean routes. As coal is frequently landed in 
Canada and left “in bond” for some time, and consequently not recorded as an 
import immediately, it is preferable, for the purpose of the balance of payments, 
to use the statistics on coal movements published in “ Coal and Coke Statistics 
for Canada.” 
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All-rail coal is, therefore, estimated as follows:— 


——— Anthracite Bituminous 


(Tons) (Tons) 
Potoliromorta trot WmIted CLES. dik ou cores « «slg puter COMM sais wlew ek bane dats & 1, 685, 848 10, 046, 874 
a ee tee eer ee Re Ree ee Le ke Ue NM RE Me a al gah ot, ie He balk 8 o'e S *7, 594, 293 
Re EARP COm Ts eat A hm sav ek. ul it. le ee et Ue Tea! **65, 000 **60, 000 
otal Ria cask 8. . hb a bencet tite eer alsin ater nee viyhe\ataaoiete 1, 620, 848 2,392, 581 


* Erie and Ontario. 

** Hstimated. 

To secure a dependable single average rate for all-rail coal is extremely 
difficult. There are different rates for different sizes of anthracite, and the 
quality of bituminous coal may affect the rate charged. Furthermore, there is 
no method of determining the tonnage carried by rail to particular border 
points. Finally, all-rail coal rates are “through” rates; none are quoted to the 
points where the Canadian roads take up the haulage. 

An attempt to construct average rates for anthracite and bituminous 
coal was abandoned because of the difficulties referred to above. However, 
information was received from one of the Canadian railways regarding the 
average rates per ton paid to United States railroads on coal from the United 
States to Canada for the month of December, 1936. Although the average 
rates on anthracite and bituminous coal obtained in this way may not exactly 
represent the payments on coal imported by other Canadian railways, it was 
considered preferable to rely upon this exact information for part of the tonnage 
rather than to use arbitrarily-constructed average rates for the whole tonnage. 


Payments to United States railroads on coal imported to Canada by all- 
rail routes are estimated as $10,471,574 in 1936, as below. 


Anthracite, 1,620,848 tons at $2°568 per ton ................ $ 4,162,338 
Bituminous, 2,392,581 tons at’ $2°637 per ton. 2... 00050... 6.5 6,309,236 
Petal} os. euta. TOOL... Aa, 406) diane” $10,471,574 


When the payments to United States carriers on coal imported to Canada 
from United States lake ports are added, the total Canadian payments come 
to $25,106,077. 


Paymentsion AllyRailhCoal saint nes. Kear. He. KAI LENT $10,471,574 
Raymenisom Coal avian Takel Ponte ie ok en Gots sardine nat heed 14,634,503 
POtan ye ayinenis toys Canada eit. ns ects ete dae ee $25,106,077 


These total payments are distributed between anthracite and bituminous, 
as follows: 


PRET MPACTLCS shen uan cue arte SURE tara cia A SRO ec 3s siere cate alate oe tat Se $ 4,162,338 
ioummous 4) Ay Se oak he Ree ee tee. RP NRRL EI aad be ators 20,943,739 
{MSE anne bE A CO Oe Amn ua ER $25,106,077 


Both of these amounts approximate the estimates for 1936 obtained by the 
old method of using the differences between the United States and Canadian 
customs values. But the analysis of the effective rates per ton in the earlier 
years, as has already been pointed out, indicated that the old method did not 
yield satisfactory estimates of the freight on anthracite from 1930 onwards. 
It is believed that the early estimates of the freight on bituminous coal during 
the whole period are not seriously in error but in the case of anthracite, it is 
believed that an application of the rate of $2-568 per ton to the tonnage each 
year gives a better estimate from 1930 onwards. 
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Revised estimates of the freight payments on anthracite from 1930 to 1936 
are shown in the statement that follows: 
XIV.—ESTIMATED PAYMENTS BY CANADA TO THE UNITED STATES ON COAL 


IMPORTS 
(In Millions of Dollars) 


Year Anthracite Bituminous Total 
ROR Se ee, SOURED ST er ieeee® Son MOmRnEAEE rsape Ae RYT acters vente ent Hci 4. 6-6 24-6 Bee, 
OS Meee nk ee (Rie dS 8 3 coh cd ea eek ra eee Sear came 5-7 22k - 28-4 
AS Dike Sebo eMaets etic estes ers hae res site ee nals SHRM Rae ee Sens igh Tar erin ertely Arid mera 4-4 20-9 25°3 
TE Ree va ae aan cee ar EC Sern kat Raat ancien RRA TERREISICIANG. SRS SISEMEME OSCR ComSCGS 3°6 20-6 24-2 
MOS AU perce re mere cS) ee Lic nue ciency aon rset: Eee me eae Nes ee 4-5 24-2 28-7 
LOSH Se hee REO: | CE NS SEND Ee Rae eR Rep ee Wen aie ee 4-3 ilyfovs 22-0 
TER 2i) ee eet eed SR) eS CES eR Oke TRAE viel eas Sate eeeaict 4-2 20-9 25-1 


Besides using it to revise payments on anthracite back to 1930, the new 
method of estimating payments to the United States on coal imports has been 
adopted for 1936 and is being employed with some modifications in the estima- 
tion of these payments in subsequent years. 


These modifications in method are a consequence of the use of the data 
furnished by the Canadian railways on the earnings of United States railways 
on freight traffic originating in the United States or Mexico and entering 
Canada by rail, referred to in (a) above (Rail Freight on Non-Coal Imports). 


Method Employed in Estimating Payments to United States Carriers on Imports, 1937 


With the adoption of the new method, the payments by Canada to United 
States railways on all commodities moving into Canada by rail are covered by 
record. For that reason it no longer is necessary to estimate the payments on 
coal entering Canada by all-rail routes on the basis of average rates. Freight 
on imports by lake vessel must be estimated. The freight on coal entering 
Canada by lake vessel 1s estimated in the general manner described above. 

Freight paid to United States railways on iron ore imported into Canada 
by lake vessel is calculated in much the same manner as the freight on the coal. 
The Lake Carriers’ Association Report, 1937, shows the tonnage of iron ore 
shipped from United States lake ports to Canada as 1,268,777 gross tons, of 
which 417,547 was to Sault Ste. Marie, 153,349 to Port Colborne and 697,881 
to Hamilton. 

United States rail rates on iron ore from the different mines to the lake 
ports varied principally from 72 cents to 81 cents with an increase of 6 cents 
per gross ton effective from November 15, 1937. An average rate of 76 cents 
per ton has been taken as representative of the average on the tonnage shipped 
to Canada, as the exact origins of the ore shipped to Canada are not known. 
On this basis the payments to United States railways on iron ore shipped to 
Canada by lake vessel are estimated as $964,271 (1,268,777 gross tons at 76 
cents). Most, if not all, of this ore is carried on Canadian vessels. 


To arrive at the tonnage of commodities other than coal and iron ore 
entering Canada by lake vessel, an analysis of the “Report on Waterborne 
Commerce of the United States, Department of Commerce” and other data 
for 19385 and 1936 was made. This indicated that more than 5 per cent of 
the total tonnage of merchandise shipped to Canada by lake vessels was made 
up of commodities other than coal and iron ore. 

In 1937 the tonnage of imports by lake vessel was made up as follows, 
the assumption being made that the percentage mentioned above continued to 
be representative. Since in 1936 the proportion of “other commodities” was 
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more than 5 per cent of the total, it is probable that the tonnage shown below 
for 1937 is conservative. 
(Short Tons) 


aera CUO aOR eres he eter) oe ak Re ee he eo tee POAT OO 
Lake Erie.. . iat | Bp tO.o0U 

Iron Ore (as recorded in short tons in imports, “amount. by rail 
negligible) .. Ed mei INS aaa. i. Se! AIG OVS 
a Meretores Obi Der CentsOL TOLL. 4... 4 caulees “ila cdukes sapend say 10,742,400 
Total Traffic (100 per cent).. ee et Re ee ie te LOU ATU 
“Other Freight” tonnage (5 per cent). ern Stee Be ws 565,410 


With the application of the $5 per ton rate pe eoepan S in the calculation 
of freight payments to United States railways on non-coal freight, the following 
is the resulting estimate of the freight payments on other freight: $2,827,500 
(565,410 tons at $5 per ton). 


Total earnings of United States railways on goods received at the Canadian 
border by Canadian railways have been reported by the latter at $29,922,000 
for 1937. 

Total payments to United States carriers for the transportation of imports 
entering Canada via the United States border are accordingly estimated at $51-2 
million for 19387, on totalling the various items as below. 

Freight Payments on: 


imports by all-tail sroutess svssen. a lyse Sie ana ete ewes Le 829,922. 000 

Imports by lake vessel: 
Oa Rr IY SV PERSE II Or va A FIOM Ae PO, MEF 492 00G* 
Iron Ore.. .. BATES UME URAL. EL WT! SHE 964,000 
Other Freight. . bi Way, a Be eed, Mm bend ee Ms i 2 2 OOO) 
$51,205,500 


Payments to United States carriers on petroleum entering Canada by pipe 
line are not included above, as any international transfers in connection with 
these have been included among the transactions reported to the Internal Trade 
Branch in the inquiry into “Movements of Funds” of the companies concerned 
and included elsewhere in the balance of payments statement. 


Payments to United States carriers on freight entering Canada by motor 
transport have not been estimated, owing to the lack of data available on this 
traffic. Some such payments have been included in the “Movements of Funds” 
data mentioned above, in those cases where the transportation services in the 
United States were provided by the trucking operations of parent companies 
in the United States furnishing their Canadian branches and subsidiaries with 
materials and parts. 

When the payments to United States railways for non-coal freight in 1937 
are calculated on the basis of the old methods, the method described in estimating 
payments on coal in 1935 and 1936 and payments on other freight 1925- 1936, 
a larger total than the $51-2 million estimated above is obtained. On the old 
basis the total Bane are estimated at $56:6 million made up as below. 


(Soal ee mx . .. ..  ..$30°3 million (Estimated by new method) 
Non-Coal.. .. ae ee «- 26°3 million (Estimated by old method) 


$56-6 million 
This indicates less close agreement in the two estimates in 1937 than was 
found in 1936. The payments of $26-3 million on non-coal freight compare 
with the $20-9 million obtained by deducting total freight paid on coal from 
the total payments derived from the new method of $51-2 million to United 
States carriers on all imports over the boundary. 


* Rail freight calculated at $1.83 per ton. Total payments also include estimated payments 
to United States lake vessels. 
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XV. ESTIMATED FREIGHT PAID TO UNITED STATES CARRIERS ON COAL 
AND NON-COAL IMPORTS 
(Millions of dollars) 


Coal 
Year — —— Non-Coal Total 
Anthracite | Bituminous Total 
UIE. mer lakh oe eho Se 10-3 26-8 37-1 37-9 75:0 
(Aa ot A 4 21x alee Bae gene Tel iS aia 8-0 26-6 34-6 39-2 73-8 
DOS oe eek ko Ooh mE ORNS Pee he 9:0 25-2 34-2 47-0 81-2 
A ENG eR AG ORAS EEN R CSSD, ME Nene 9-7 28-3 38-0 52-7 90-7 
LS eerie amar ch ate chet ie I Salodas Sonali ta habla 6:6 24-6 31-2 39-9 71-1 
POStewiLind. Hah. Peers: LRORKIM 3 5-7 22-7 28-4 26-2 54-6 
bd NO AWWA PE Be cas whccadire’: ce tae 4-4 20-9 25-3 16:6 41-9 
ns singin Not. gs, tact > Saini ms te eae eta hte 3°6 20:6 24-2 14:8 39-0 
BOE Rie Uk REELS Seth Git Ol a ace 4-5 24-2 28-7 18-3 47-0 
TDS eats are ysis RA RR ORME NL ea 4-3 17-7 22-0 19-1 41-1 
PO hr 2) OE IM. ELG ORE SIO 4-2 20-9 25-4 19-9 45-0 
Oa RT RATT Ae Ae SE Te eee Peete er ae 5:0 25:3 30-3 20-91 51-22 
1By deduction—See text. 2Total—New method. 


Receipts or Credits on Inland Freight 
EARNINGS OF CANADIAN RAILWAYS, ETC. ON EXPORTS 


Canadian commodities exported from Canada are valued in the Canadian 
Trade Statistics as at the point of original shipment in Canada (“at points in 
Canada whence consigned for export”). It is necessary, therefore, to calculate 
the freight earned by Canadian railways and other carriers in transporting 
commodities to the boundary or ocean ports of exit. There are, however, some 
important exceptions to the general rule that exports are valued at the point 
of origin. Some commodities exported are sold f.o.b. the destination and the 
customs valuation in such cases may record the selling price and, consequently, 
include the freight to the point of destination abroad. In the trade in flour and 
grain products, there is the practice of including in the export value the freight 
to the ports of exit and sometimes to the foreign destination. When the latter 
is the case, some allowance should be made for freight credited to Canada in 
the export valuations but actually earned by British and foreign vessels carrying 
the exports overseas. The extent of double counting arising from these excep- 
tional cases is not known. 


Caution must also be exercised in applying the term “point of original 
shipment” or “point whence consigned for export.” For example, grain shipped 
from Port Arthur and Fort William via Buffalo has Port Arthur or Fort William 
as the point of original shipment; but in the case of grain shipped from these 
ports to Montreal and subsequently exported, Montreal becomes the point of 
original shipment for customs purposes, the freight from the “head-of-the-lakes” 
to Montreal being included in the values shown in the invoices from which trade 
returns are compiled. In the first case, grain carried from Port Arthur in 
Canadian ships to Buffalo earns inland freight which is not included in customs 
figures, and in the second case, the inland freight to Montreal is already included 
in the customs valuation of exports. Freight receipts for grains and flour and 
other milled products must, therefore, be treated separately from the main 
calculations. With the above principles for guidance, the following methods 
were adopted to estimate receipts not already included in customs valuations. 


FREIGHT EARNED BY CANADIAN RAILWAYS CARRYING CANADIAN EXPORTS 
(EXCLUSIVE OF GRAIN, FLOUR AND MILLED PRODUCTS) 


The Summary of Monthly Traffic Reports compiled by the Bureau shows, 
(a) the volume of railway freight delivered to foreign connections (ports of exit 
or boundary points), and (b) railway freight received from foreign connections 


SS ery 
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destined for foreign points (this is the in-transit traffic which also brings revenue 
into Canada, the estimate of which must again be a matter of separate calcula- 
tion for the reasons explained below). The actual Canadian export traffic 
handled by rail is shown by the difference between (a) and (b). 


The figures for wheat and grains, flour and other milled products must be 
deducted from these figures, being the subject of a special calculation. For 


the remaining tonnage of Canadian exports, it is assumed that the freight paid 


thereon from the point of original shipment to the port or boundary is not 
included in the respective export valuation. Extensive inquiries amongst 
exporters of wood, wood-pulp, newsprint, logs, timber, paper, etc. (which general 
classification provided a large proportion of the total tonnage of direct export 
of Canadian goods) demonstrated conclusively that the invariable custom is to 
value the exports for customs purposes as at the point of original shipment 
which, in most cases, was the same thing as the f.o.b. mill value. The initial 
assumption, then, seems valid and is in accordance with the instructions issued 
by the Customs authorities. 


It is necessary next to apply a flat rate per ton of freight to the figures of 
tonnage exported for each of the important commodity classes (excluding grains, 
flour, etc.). The Transportation Branch of the Bureau has selected for each of 
these commodities an export rate, being the through freight rate on the typical 
export haul for that commodity. The results obtained by this method are 
likely to be as accurate as is possible. Flat rates per ton do not vary greatly 
for slightly longer or shorter hauls, and export rates are generally lower than 
interprovincial rates, a factor which tends to invalidate the use of the ton-mile 
rates formerly adopted in this computation. Flat rates per ton are, therefore, 
selected and the calculation has been still further shortened and simplified by 
combining these export rates into a weighted average export freight rate which 
has been applied to the total tonnage of goods exported (excluding, of course, 
grains and flour). This average worked out to approximately $4 per ton for 
1928-1929; in view of the slight changes in railway rates, this figure is adopted 
for each subsequent year. 

The method is illustrated in the statement below, which shows the cal- 


culation of the freight earned by Canadian railways on non-grain exports in 
1936. 


XVI. FREIGHT RECEIVED BY CANADIAN RAILWAYS ON NON-GRAIN 
EXPORTS, 1936 


Tons 
Total freight delivered to foreign connections... .. DU Bh. 26 206,556 
Freight received from foreign connections destined to foreign 
POIs) CINEtraNel er WeATC Ie MRA Ry ae ee Ee SMF Se SS, 1 O75 880 
Canadian export traffic.. . erties «See SSP G 
Canadian grains and flour and other ‘milled “products. . LTS POAT S90 907. 


Canadian export traffic less grains and other milled products.. 8,540,269 
Freight receipts at average flat rate of bi per ton on above traffic 
(8,540,269  4).. Oy ithe 3 eel sine) 26b34,d6 076 


The Summary of Monthly Traffic Oe esi does not divide the freight 
delivered to foreign connections into that exported by sea and that exported 
across the Canadian-United States boundary. In the absence of more precise 
data, the freight receipts are divided roughly on the same basis as the value 
of exports to Great Britain, United States and other countries. This assumes 
that the relations between freight rates, weight and value are approximately 
the same for the exports to these three destinations, which may not be true. 


For 1936, new direct information was obtained from the Canadian railways 
on their earnings on freight loaded at stations in Canada and destined to points 
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in the United States and Mexico. Total earnings on this traffic for 1936 were 
over $16 million, or almost the same as the estimated receipts by the railways 
from the carriage of exports to the United States calculated for the same year 
by the old method described above. 


For 1937, the new source of railway receipts on freight to the United States 
was adopted. But in order to arrive at total earnings on all exports, it is 
necessary to make a separate calculation for freight earned by Canadian railways 
on overseas exports through Canadian seaports, as the method formerly followed 
used an average rate devised to include not only exports to the United States 
and Mexico but to other countries as well. 


Accordingly, a special study of the inland freight on exports to overseas 
countries was made for the year 1937. To obtain the tonnages of the principal 
commodities exported overseas required a certain amount of estimation, as 
no one source of information reveals the amounts exactly, although various 
sources provide a considerable amount of collateral information on these par- 
ticular exports. The annual report of the National Harbours Board shows the 
tonnages of the principal commodities passing through the ports coming under 
the jurisdiction of that authority. This source was used as a basis for reckoning 
the tonnages with additional details gathered from the Summary of Monthly 
Traffic Reports. To the tonnages so obtained, suitable rates were applied to 
calculate the total earnings of Canadian railways. The selection of rates 
applicable to various tonnages was made after careful consideration was given 
to the principal points of origin of the commodities and the routes followed in 
their movement to the ocean ports. As all goods exported overseas do not pass 
through the ports covered above, an arbitrary amount was added to account 
for earnings on traffic exported from other Canadian ocean ports. The amount 
added is believed to be sufficient to include the earnings of vessels on inland 
waters and coastal routes and of motor transport on traffic transported by these 
carriers to ocean ports. The ports covered in the detailed calculation were 
Halifax, St. John, Montreal, Vancouver, New Westminster and Quebec. 


Millions 
of 
Dollars 
Estimated Earnings of Canadian Railways carrying Exports 
(exclusive of Grains, Flour and Milled vs nie to above 
TOOUTIOSL Ce see ; Satersy Oras 16:2 
Estimated Earnings ¢ on Exports not included above. . astral tats babel wie 2°8 
19-0 


Accordingly, the total earnings in 1937 of Canadian carriers from Canadian 
exports, other than grain, flour and milled products were as follows: 


Millions 
) 
Dollars 
Earnings of Canadian Railways on Goods to the United States. . 18°6 
Earnings of Canadian Carriers on Goods exported from Canadian 
Ocean Ports (exclusive of Grains, Flour and Milled Products)... 19-0 
37°6 


It is of interest to note that the earnings estimated for 19387 by the method 
formerly employed, $39-8 million, did not differ greatly. 


_ The following statement shows the earnings of Canadian railways on non- 
grain exports for the period from 1926 to 1937 as estimated by the methods 
described above: 
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XVII. ESTIMATED FREIGHT RECEIVED BY CANADIAN RAILWAYS 


NON-GRAIN EXPORTS, 1926-1937 


ON 


(In millions of dollars) 


1926—44 6 1932—17-3 
1927—44-0 1933—21-4 
1928—44°1 1934—25-6 
1929—43-1 1935—28 6 
1930—34°5 1936—34 2 
1931—24-4 1937—37 -6 


FREIGHT RECEIPTS ON EXPORTS OF GRAIN, FLOUR 
AND OTHER MILLED PRODUCTS 


Canadian shipping and railway companies earn large sums annually for 
the carriage of export grain but by far the greater proportion of these earnings 
are included in the recorded value of exports as already explained. It is only 
necessary, therefore, to take account of the invisible portion so far as the bal- 
ance of international payments statement is concerned. The following is a list 
of customs ports of exit showing the geographical location of the point of ori- 
ginal shipment for grains for purposes of export valuation in the trade returns: 

Customs Port of Exit 
Montreal, Que... .. 


Point of Original Shipment 
.. Montreal, Que. 


Quebec, Que. +: . Quebec, Que. 
Saint John, NB.. .. saint John, N.B. 
Halifax, N. oe .. Halifax, NS. 


Vancouver, B.C.. 

Prince Rupert, ewes 
Coaticook, Que.. .. 
Sherbrooke, Que.. 

St. Johns, Que... 
Welland, ONCE ce ox lalt 
Niagara Falls, Ont. 
Bridgeburg, Ont. .. 
Prescott, Ont. . 
Cornwall, Ont. 


Working on the basis of the foregoing list, and taking into account the 
various routes and methods by which the grain traffic is moved, the “invisible ” 
items in inland freight payments and receipts for grain are calculated as explained 
in the following brief notes: 


.. Vancouver, B.C. 

.. Prince Rupert, B.C. 

Formerly mostly from Fort William 
and Port Arthur but of late years 
mostly from Georgian Bay ports. 


-- | 
i 
+) 


50: Mostly Georgian Bay ports. 


Freight earned by Canadian carriers. 

1. United States grain in bond from Port Colborne to Montreal. Quantities 
obtained from Grain Trade Report. Rates from Transportation Branch, 
Dominion Bureau of Statistics. In recent years this movement has 
been negligible or non-existent. 


2. United States grain in bond from Georgian Bay ports by rail to Mont- 
real, American seaboard, Canadian seaboard, etc. Quantities from 
Grain Trade Report. Rates from Transportation Branch, D.BS. 


3. Canadian grain from Georgian Bay ports by rail to border points. 
Quantities from Grain Trade Report. Rates from Transportation 
Branch, D.BS. 


4. Canadian grain carried in Canadian ships from Fort William and Port 
Arthur to Buffalo. Quantities and rates from Transportation Branch, 
DBS. 


5. Canadian grain from Fort William and Port Arthur by rail to Coati- 
cook, ete. Quantities from Grain Trade Report. Rates from Trans- 
portation Branch, D.B.S. Of late years this movement has been 
negligible. Practically all grain to these ports of exit is now shipped 
from Georgian Bay ports. 
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6. United States grain in transit. This in-transit grain is included in the 
general in-transit estimate specially compiled and is omitted here 
to avoid duplication. 

7. Grain from overseas countries shipped in Canadian vessels from Mont- 
real and other St. Lawrence ports to Chicago and other United States 
lake ports. 


Payments to United States. 


8. Grain shipped from Fort William and Port Arthur to Canadian ports 
in United States vessels. Grain Trade Report. (None in recent 
years.) ) 

9. Trans-shipments of Canadian grain from Buffalo to Montreal in Connie 
States vessels. Transportation Branch, D.B.S. 


That is to say, the quantities shipped by the various routes for the crop 
years are extracted from the Report on the Grain Trade of Canada, and 
placed on a calendar year basis, and in some cases converted from bushels 
into units of 100 pounds to which the rates are applicable. Average lake 
freight rates on wheat are obtained from the Grain Trade Reports and applied 
to the related shipments; rail freight rates are obtained from the Transporta- 
tion Branch. For the sake of convenience the net “credit” for grain freight 
is carried forward to the Summary as the amounts are not large, especially 
for recent years. 


Sources of receipts from the transportation of Grain Exports in Canada (exclu- 
sive of transportation charges included in the Value of Exports). 


1. Canada receives the freight charges for this service from the United 
States, although the United States shipper will be reimbursed later 
by the foreign importer if the grain is exported from Montreal. 

2. This receipt is from the United States. If any of the grain is exported 
overseas, the United States shipper will be later reimbursed as in 
Section 1. 

3, 4 and 5. The receipts for the transportation of grain in these three 
sections are added together and divided roughly in the same propor- 
tions as the total grain exports to Great Britain, the United States 
and other countries. 


7. This receipt is from the United States. 


Payments to the United States for the Transportation of Canadian Grain in 
Umted States Vessels. 


8 and 9. The Canadian shippers pay the owners of the United States 
vessels, although they will ultimately be reimbursed by an amount 
included in the valuation of the grain exported from Montreal and 
paid for by the foreign purchasers if the grain was exported. If it 
was diverted into Canadian consumption, the invisible import 
recorded from the United States still covers the transaction. 

With the adoption for 1937 of the method described elsewhere, of cover- 
ing the earnings of Canadian railways carrying exports to the United States 
border, it 1s no longer necessary to estimate their earnings on grains, flour 
and milled products carried by rail to the United States border and described 
in notes 2, 3 and 5 on freight earned by Canadian carriers appearing above, 
VIB 

(2) United States grain in bond from Georgian Bay ports by rail to Montreal, 

American seaboard, etc. (Amount carried by water or to Canadian seaboard 
is negligible.) 

(3) Canadian grain from Georgian Bay ports by rail to border points. 

(5) Canadian grain from Fort William and Port Arthur by rail to Coaticook, etc. 
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Consequently, the grain movements which must be treated separately are 
considerably reduced in number. This along with the small wheat crop in 
1937 explains the small earnings estimated below for 1937. 


CANADIAN RECEIPTS (N.O.P.) FROM FREIGHT ON 
GRAIN MOVEMENTS, 1937 


On shipments from Port Arthur to Buffalo, etc. in Canadian vessels... .$286,000 
On shipments of grain from overseas countries from Montreal and 
other St. Lawrence ports to Chicago and other United States lake 
POrtemiliny CANAAIAT WESSELS » 00-0. 0aceiudacdiaandless. 6.4.0 :u wba dhiedaiane 1» AS $816,000 
This latter movement has been a development of the past few years and 
is a consequence of shortages of grain in the United States resulting from 
a succession of poor crops, leading to the import into the United States of 
grains, particularly corn, from overseas countries. 
On shipments of United States grain in Canadian vessels from 
Uppervitakes: to St. -Lawrencée «ports. oF cid dees 4s We ent 6 RE $400,000 
There were no payments on grain movements in 1937 to be debited against 
Canada as in previous years. No grain was shipped in United States vessels 
from Port Arthur or Fort William to Canadian ports. In this connection, it 
should be noted that such a traffic is contrary to the Canada Shipping Act, 
unless there are exceptional circumstances. Neither was any grain shipped 
during the year from Buffalo to Montreal in vessels other than of Canadian 
ownership. 


XVITI—NET EARNINGS OF CANADIAN INLAND CARRIERS ON EXPORTS OF 
GRAIN, FLOUR AND OTHER MILLED PRODUCTS (EARNINGS NOT . 
INCLUDED IN VALUE OF MERCHANDISE EXPORTS) 


(In millions of dollars) 


1926—4-9 1932—0-6 
1927—4-8 1933—0°-9 
1928—3-7 1934—1-6 
1929—2-7 1935—0-7 
1930—1°-5 1936—1°8 
1931—1:5 1937—1°5 


FREIGHT RECEIPTS FROM IN-TRANSIT TRAFFIC 


The summary of Monthly Traffic Reports compiled by the Bureau of 
Statistics shows, inter alia, the volume of “freight received from foreign con- 
nections destined for foreign points.” This is the in-transit traffic on which 
Canada can be said to earn “invisible” receipts which must be included in the 
balance of international payments. This movement of goods in transit across 
Canada is particularly heavy on the lines running across south-western 
Ontario between Detroit and Buffalo and on the Canadian section of the line 
running between Chicago, Montreal and the New England States. 


The larger part of the Ontario traffic (about 75 per cent in some years) 
consists of American trafic passing over American-owned or leased lines; over 
the Michigan Central, the Wabash Railroad and the Pére Marquette. This 
does not mean, however, that Canada should not be credited with some freight 
receipts from the traffic. The operating expenses of the line are incurred and 
disbursed in Canada; the receipts come largely from American shippers. ‘This, 
then, is clearly an “international” transaction. 


It is necessary, therefore, to make separate calculations in order to arrive 


at: 
(a) Freight receipts by Canada arising from in-transit traffic on American- 
owned or leased lines in Ontario. 
(b) Freight receipts by Canada arising from in-transit traffic on Canadian 
lines in all other provinces and on Canadian lines in Southern Ontario. 
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Receipts from in-transit traffic are calculated separately for each province 
in accordance with the form of the Traffic Report Statistics. The details given 
below are for 1937 and indicate the nature of the primary data on which the 
estimates are made. 


(1) In-Transit Traffic— Tons 
JOR: Rapres6. 510 CC nA PPD A OF hs Aa hy EI 1,287 
INGw - Brunswick sees 4 4 och SAP ee A 326,430 
Quebéech my, eeadnols, «Ait Blt PR eee re. eee. ee. 1,528,16 
Manitobariie.! iors tated ea Bee ae ea. eee 95 
Saskatchewan... ss dese oie 4 dane olen a eer one oid 25.830 
Brivweh | COMM A. «osc sa oc awe «cee his Cee ee ee 280,549. 
Totals 0 QT eee SA ae eee 2,162,356 
(2) In-Transit Traffic— 
Ontario os a4 is0 ce sw MERION S, h P 
ED OUAY to 07 ees ee ene , ss Nisatepwiar gcd > dee poke Wena 


The tonnage under Section 1 (all provinces except Ontario) was carried 
very largely on Canadian-owned lines and is described briefly as follows:— 


New Brunswick.—Goods are received from points on the Maine-New 
Brunswick frontier and carried back into Maine or possibly exported via Saint 
John. It will also include traffic received from the New Brunswick ports 
(“foreign points”) destined to points in Maine or elsewhere at a through rate. 
In any case the haul is relatively short and the freight rate to be adopted is 
arbitrarily placed at $1 per ton. 


Quebec.—A movement of traffic occurs from the Chicago region across 
Quebec in bond and back into the United States to Portland, Maine, whence 
it 1s exported. There is a reverse movement—imports via Maine and Quebec 
to the American Middle West. Again, for a relatively short haul across the 
province, the freight rate is arbitrarily placed at $1 per ton. 


British Columbia.—Goods come from the Far East via Vancouver and are 
transhipped in bond to Chicago and Eastern American points. For example, 
silk from Japan and China, etc., destined for Central and Eastern points in the 
United States was shipped often in special fast freight trains and in many years 
paid a high rate of approximately $9 per cwt.* For the whole of this long- 
distance in-transit traffic an arbitrary estimate of $10 per ton has seemed 
reasonable for the period from 1926 to 1931 and $6 for the years from 1932 on. 


Ontario.—The 'Fraffic Reports show in-transit traffic of 10,321,734 tons for 
1937. Of this it appears that the C.P.R. and C.N.R. carry approximately 
2,855,378 tons. The rest of the traffic was carried by American-owned or 
leased lines, principally by: (a) Wabash Railway, (b) Pére Marquette, (c) 
Canada Southern or Michigan Central. These American lines have running 
rights and leases on Canadian lines, but, since the revenues received from 
American shippers are almost entirely spent in Canada in the form of operating 
expenses, there is justification in including these earnings in the general category 
of Canadian freight receipts from in-transit traffic. 


As a basis for the estimate, therefore, the statistics published in the Traffic 
Report relating to the total operating expenses of United States lines in Canada 
are used, from which have been extracted those dealing with the three lines 
referred to (which together constitute 90 per cent of the total of such expenses). 


A deduction must be made from this total to allow for freight receipts 
derived from traffic originating in Canada, which is not in-transit traffic, and, 
therefore, does not merit inclusion as a receipt chargeable to foreigners. ' 


*More recently a special rate of $4 per cwt. has been in force. 
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Analysis of the reports dealing with freight carried by American-leased 
railways in Canada shows that over the years 1926-1928 approximately 70 per 
cent of the traffic originated in the United States. That proportion, then, of the 
total operating expenses is appropriated as a freight receipt by Canada. 


XIX. IN-TRANSIT TRAFFIC 
(Canadian and United States Leased Lines in Canada) 


ae 1926 1929 1933 1937 
Tons Tons Tons Tons 
Wows m0etia.. srl deka et idlesias Was ¢ orea slds 4 ae ee 471 2,204 2,782 1, 287 
EO Wines WICK oo ha. ars oe SE nd wok nt Bon ae I es 275, 738 475, 194 214, 697 326, 430 
CCT CH PI Eee cE fae ette ee Ss ee ee 1,700,762 | 2,379,078 | 1,004,131 1,528, 165 
AVE RS Ld de, SH Me SES Oe PO DMPO IE Pyne oF ha Be 12,894,410 | 13,828,247 | 7,215,323 | 10,321,734 
Meu tomas =. terse Meee Jomel RFA}. clehd ehh ae Baral One: id 960 AU Gal 2 Oe ¢ a gli 95 
ie lebene Walisi i. iccts. 22 4... LEBEL eect nte 4 14,713 18,475 5, 453 25, 830 
PPT IBTP Me OUI 1D 82.9. od 8 Qk scott urine lh ower de 314, 320 301, 601 88,715 280, 549 
Rotalxtonnage ite yee eee. 15, 201,374 | 17,005, 200 8,531, 101 12, 484, 090 
Portion carried by C.P.R. and C.N.R. in Ontario....| 3,459,000 | 4,435,000 | 2,358,000 2, 855, 378 
ToTaL OPERATING EXPENSES, UNITED STATES LINES IN CANADA 
$ $ $ $ 
POEM ONUNETT co get eee eee lt el ee a ed 14,340,865 | 15,248,455 | 6,483,327 8, 298, 902 
drove iarauevte so: 5 MAL ARE PAT eR 3,060,500 | 3,270,152 | 1,956,779 2, 680, 255 
Wabash in Canada). .<paciet. @ Sea. @hde- Ol Bate 5, 203, 016 5, 812, 423 2,780, 034 3, 920, 878 
(Other U.S. railways in Canada negligible.) — | | AH 
HORT Wee, SON Tee oreer Pars tonto a ete G 22,604,381 | 24,331,030 | 11,220,140 | 14,900,035 
ESTIMATES OF RECEIPTS ON IN-TRANSIT TRAFFIC 
$ $ $ $ 
New Brunswick (at approximately $1 per ton)........ 300, 000 500, 000 215, 000 326, 000 
Quebec (at approximately $1 per ton)................ 1,700,000 | 2,400,000 | 1,004,000 1, 528, 000 
British Columbia (at approximately $10 from 1926 to 
1931 and $6 from 1932 onwards, per ton).......... 3,100,000 | 3,000,000 535, 000 1, 683, 000 
Ontario (carried by C.P.R. and C.N.R. at approxi- 
mately $3 per tonwl nin. t. VO DB Iege Ae 10,400,000 | 13,300,000 | 7,079,000 8, 566, 000 
United States—leased lines in Canada (at 70 per cent 
Oroperating 6xpernses) SIU. a a, 15,800,000 | 17,000,000 7,854, 000 10, 430, 000 
Total estimated receipts from in-transit traffic....... 31,300,000 | 36,200,000 | 16,687,000 | 22,533,000 


XX. ESTIMATED RECEIPTS BY CANADA FROM IN-TRANSIT TRAFFIC, 1926-1937 
(In millions of dollars) 


Year Year 

1O0G 9 sobre... cats Btres J. ke, Ot 8i-3 OSS Ort OA. Be hav ey 16-6 
13) GRE Re ee ie Bidet Mg 35-3 LOSS Mar ae. Skee ee 16-7 
POD ey fe eee oe eee 36-0 KIN? Bites Ax hele ba cide MOY Mpa Ae FR 18-6 
1 74! Pe eT eee Oy 36-2 jt Goi Mee meee > bo’ 2 2 18-9 
A ASAI bee ARO APRA HOR SRP eben 28-5 POR Gretta! Aten eet wearer ase 21-0 
WD Pant See et, Ld oS 23-6 LOS7To Mee CeCe ee. 22-6 


In-transit Traffic on the C.N.R. and C.P.R. in Ontario 


The in-transit traffic of the C.N.R. and C.P.R. in Ontario chiefly consists 
of commodities moving in bond from Chicago and the West generally to Detroit 
and Sarnia, thence through Ontario to Buffalo or through to Montreal for ship- 
ment abroad. These commodities include mainly grains, flour, fruits and 
vegetables, dressed meats and packing house products, anthracite, ores and 
timber (see Traffic Report—Ontario Section). The average length of haul is 
about 300 miles. Average earnings of all Canadian railways on revenue freight 
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in 1929 were 1-09 cents per ton-mile, or say approximately $3 per ton for this 
particular haul. This flat rate, therefore, is applied to the tonnage carried. The 
accompanying tables show the details relating to the in-transit traffic and the 
estimates of receipts for inclusion in the balance of payments, computed by the 
methods referred to. 


Canadian Railways in the United States 


In their relation to the freight item of the balance of payments Canadian 
owned or operated railways in the United States are considered as being analog- 
ously situated to United States railways as far as earnings are concerned. For 
example, Canadian payments to the Canadian-owned lines in the United States 
for freight on imports carried to the border are taken as debits in the same way 
as payments to any other railways in the United States. 


But transactions distinct from such international exchanges of services are 
recorded elsewhere in the balance of payments statement. For instance, receipts 
of interest or dividends from United States subsidiaries of Canadian companies 
are recorded as credits in the interest and dividend item. Similarly inter- 
company or intracompany movements of capital such as advances to sub- 
sidiaries abroad appear in the item covering direct investment transactions in 
the capital account. Operating expenses of the branches in the United States 
when paid by the Canadian companies also are included in that item. 


Ocean Shipping Operations and the Balance of Payments 


A study of the effects of ocean shipping operations upon the balance of 
payments statement is also closely related to the bases upon which Canadian 
import and export statistics are valued. Due to the practice followed in Canada 
of valuing imports at the point of origin abroad, it is necessary to calculate the 
earnings of British and foreign vessels carrying imported merchandise to 
Canada as these earnings constitute an “invisible” debit against Canada, and 
. also to take account of the credits coming from the expenditures in Canada of 
British and foreign vessels. Similarly, in the case of the export trade, trans- 
actions of significance to the balance of payments arise when Canadian vessels 
have earnings from the transportation of merchandise exported from Canada 
or on traffic between foreign ports, or when expenditures are made outside of 
Canada on account of vessels owned or operated by Canadians. 


Transactions of significance to the balance of payments and not covered in 
other items of the statement may, therefore, be summarized as follows:— 
(a) Transactions connected with services of British and foreign ships. 
(1) Debits—Payments to British and foreign vessels on inward freight 
to Canada. 
(2) Debits—Payments to British and foreign vessels on imports from 
overseas countries entering Canada via the United States. 
(3) Credits—Expenditures in Canada on account of British and foreign 
vessels. 
(6b) Transactions connected with the operations of Canadian vessels. 
(1) Credits—Earnings of Canadian-owned or operated vessels on out- 
ward freight from Canada. 
(2) Credits—Earnings of Canadian-owned or operated vessels on 
trafic between foreign ports. 
(3) Debits—Expenditures outside of Canada on account of ined 
owned or operated by residents of Canada. 


The method of calculating ocean shipping transactions has undergone con- 
siderable development in recent years. That employed since 1935 is more direct 
and does not rely upon averages and other more or less arbitrary devices as 
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did the old. As it was necessary to rely upon the old method in calculating the 
shipping item for most of the period covered in this report, it is described in 
some detail here. Since the recently developed method is not dependent upon 
indirect calculations, it is to be expected that the results are more exact than 
those obtained by the old. However, a comparison of the results of the two 
methods of calculation leads to the conclusion that the net payments estimated 
by the former seem to be reasonably reliable. -But the old method does not 
produce as true a picture of the total international payments and receipts aris- 
ing from shipping transactions nor of the distribution of trade between British 
and foreign vessels and Canadian vessels. The total receipts and payments 
formerly shown in the shipping item were the net totals in each case whereas 
now it is possible to show the gross transactions concerned, and these are more 
desirable figures for the balance of payments statement. 


METHOD OF ESTIMATION USED FOR YEARS 1926-1934 


Tonnages of freight entered and cleared in British, foreign and Canadian 
vessels are shown by fiscal years in the Annual Shipping Report of the Depart- 
ment of National Revenue. These form the starting point for the estimate of 
ocean freight receipts and payments. Further steps in making the estimate 
are as follows:— 


1. A rate per ton is calculated for exports and imports. As a result of a 
special inquiry addressed, some years ago, to various shipping companies, 
weighted average freight rates were struck for the year 1928, that for import 
trade being $9.65 per ton and for exports $7.07 per ton. These rates have been 
adjusted for other years according to the Economist index number of freight 
rates. 


Rate per ton 
Year Index No. |———-——— —_——— 

Import Export 

$ $ 
em eee ills cic ane Pears, eke Bis ade sah @ieet aalar, ME LL Ea, Cae a | te 109-7 10-71 7°85 
PE Seats ey ke Aa Tak Les, ce natin Gaye en eae t 109-7 10-70 7°85 
i Cegey ae Ag). ah Dey ats it. gas REM eC Par hoc. GEA aA Ree GE mee ar On ey OTD 98-8 9-65 7:07 
OARS ARE ES |S i Oe OPC. 19 MEETS SIS: See Fae ae 96-8 9-45 6-93 
ETO Oe Bd sue Eee sl OE, aie REG 5 <5 SMA ee BO) ot) A aye oe ee. 79-4 7°75 5-69 
Be Re Bie, CREAN TEED. Vibes LAL AREs he ROS LK Gece MEG RANG CRU ke 79-6 7°77 5-70 
He Tos AS AB CO Ag Sata Se geainaa tl Maa opeien weld rt LO bs eae Vt ORES © USM) NE 75-4 7:36 5:40 
By RPh are ote ance a eee ee er TEMA Ue Maen tee Morea 2 72-6 7:09 5-20 
POREae 28 cies Ge eS ea BER aireacen Mee: 73°9 7°23 5-29 
BR Wk ek wet ree ea RUMI eit oe De de eB a al 74-4 7:26 5:32 


The difference between the import and export rates is explained by the 
different natures of the traffic. Canadian exports are predominantly of a nature 
to command lower freight rates. For example, wheat is easily handled and is 
good ballast. Imports are predominantly more or less manufactured goods 
which must be carefully handled and which have high value in relation to 
bulk. It is important to make separate rates for imports and exports for the 
balance of payments freight item because the proportion of tonnage carried in 
Canadian vessels appears to be greater in respect of exports where the freight 
rates are lower. British and foreign vessels carry most of the imports. 


In spite of this general character of import rates there is reason to believe 
that the import rates shown above may exaggerate the actual situation, as it 
would seem that the effect of rates on imports of bulk commodities like coal 
may not have been entirely reflected in the averages. A fuller discussion as 
to the validity of the average rates will be found later in the section on 
developments in method in recent years. 
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2. A correction must be made in the tonnages because of the fact that 
certain Canadian vessels are under British registry, and tonnage carried by 
these is classed in the Shipping Report as carried in British vessels. The most 
important of these Canadian vessels are the Canadian Pacific liners, most of 
which are in this sense “British.” 

The tonnage of freight carried by ships in this category must be dealt 
with as follows:— 

(a) When carrying imports, the tonnage of freight must be deducted from the total 

described as “entered in British and foreign vessels.” 

(b) When carrying exports, the tonnage of freight must be added to the total shown 

as carried in Canadian vessels. 

As a result of a special inquiry made some years ago among Caen 
corporations with shipping fleets, it was estimated that the inward freight ton- 
nage carried in British vessels must be reduced by 10 per cent to offset the 
inclusion of Canadian-owned vessels in the statistics. The tonnage of exports 
shown as carried in Canadian-owned vessels must be increased by 40 per 
cent to allow for Canadian vessels recorded as British. 


3. When the gross freight values have been ascertained, a deduction of 
334 per cent must be made from payments due British and foreign vessels 
for port expenditures in Canadian waters. This percentage was arrived at as 
a result of a detailed study made for the year 1925. Statistics of the principal 
ports were examined, the actual harbour and pilotage dues paid in each port 
being estimated for all non-Canadian shipping. Loading and unloading expense 
was taken at twenty-five cents per ton of cargo; brokerage and commissions at 
five cents per ton net register; and expenditure by crews at one dollar per head. 
The final result proved to be 35 per cent of the estimated freight earnings for 
Canadian cargo of British and foreign ships in 1925. 


4. No adjustment is made to convert fiscal years shown in the Shipping 
Report to calendar years for the balance of payments, since the error appears 
to be small. 

5. On the basis of the above method, freight payments by Canada to 
British and foreign vessels for the years 1926-34 were as follows:— 

(In millions of dollars) 


1 O20is fs... 28°7 AOD Lees Beta 23°4 
MOD inte ais Oo oe 33° 1 1992 ....ds siptepene pm 23°6 
TOO a <a hee eee 32:2 L050 6 oS We ee 26-2 
1920 s(thas Pelee th 38°2 1OSE weeaies ae 31-3 
LOS0, is is hie somgua» 30-0 


6. For certain purposes these payments are divided into those to: (a) Great 
Britain, (b) United States, (c) other countries. The payment to Great Britain 
is calculated directly from the tonnage of freight entered inwards in British 
ships; deductions are made, of course, for freight carried in Canadian ships 
under British register. The payment to the United States and other countries 
is calculated directly from the tonnage of freight entered inwards in foreign 
ships. Division of payment between the United States and other foreign coun- 
tries is made roughly by applying the ratio of their shipping tonnage entered 
inwards, which is shown in Table 13 of the Shipping Report. This ratio is 
used in the absence of more satisfactory data. A factor which may tend to 
destroy its accuracy is the inclusion of the tonnage of ships entered inwards in 
ballast with the tonnage of vessels shown by nationality in the Shipping 
Reports. 

‘ FREIGHT RECEIPTS EARNED BY CANADIAN VESSELS 


This item was estimated for the years from 1926 to 1934 on the same 
basis as that just described for payments to British and foreign vessels, the 
figure for export tonnage carried in Canadian vessels being increased by 40 
per cent to include Canadian vessels which would be recorded as “British.” 


tt 


FREIGHT AND OCEAN SHIPPING TRANSACTIONS 91 


FREIGHT RECEIPTS OF CANADIAN VESSELS FROM 1926 TO 1934 
(Millions of dollars) 


1 6 ardae) ihe ieee 15-6 Pudi ee Caen oe ee 4°6 
LOZ Fisk). Mas 12° 7 LOS ayarfat we eee 3°5 
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In addition to showing the total tonnage of exports carried by Canadian 
vessels, the Shipping Reports show the tonnage carried to the countries to 
which the ships departed. The destination of the freight can be used as a 
means of determining approximately the sources of payment for the freight 
carried on Canadian ships of British registry (40 per cent of the tonnage 
carried on ships of Canadian registry). A large part of this is carried by the 
Canadian Pacific Steamships to Europe and the Orient. It is doubtful whether 
any freight is carried to the United States by the Canadian vessels of British 
registry. Consequently, the percentages of freight carried to the various coun- 
tries in ships of Canadian registry cannot be applied to that carried on Canadian 
ships of British registry. The latter freight is probably divided almost entirely 
between Great Britain and “other countries,’ whereas of the former approx- 
imately one-half is carried to the United States. 


Accordingly, the following method of determining the sources of payment 
of the earnings of Canadian vessels carrying ocean freight was employed. 


The total of estimated receipts for this service is divided into:— 
(a) The a earned by Canadian ships of Canadian registry (five-sevenths of 
total). 
(b) The receipts earned by Canadian skips of British registry (two-sevenths of 
total). 
(a) is divided by the percentages of freight carried in ships of Canadian 
registry to Great Britain, the United States and other countries. 


(b) is divided in the same ratio as the merchandise exports to Great Britain 
and other countries (exclusive of United States). 


OCEAN FREIGHT PAYMENTS MADE BY CANADA ON IMPORTS 
VIA UNITED STATES 


Canadian trade returns show the value of imports, other than of United 
States origin entering Canada via the United States. The freight paid on this 
relatively small volume of imports constitutes an invisible import. Railway 
freight paid for transit across the United States is included in the calculation of 
freight paid to United States railroads. An estimate must also be made of 
the ocean freight paid from point of origin to the United States port, the 
assumption being that these imports are carried in non-Canadian vessels. 


The method formerly used was to estimate the tonnage of this trade, and 
multiply the resulting figure by the inward ocean freight rate for the particular 
year. To estimate the tonnage from the recorded statistics of the value of 
goods imported into Canada via the United States, it was necessary to make 
some rough calculation of the average value per ton of all ocean imports into 
Canada. The result varies from $55 to $62 for 1926-29. The application of 
these values to imports via the United States gives the tonnage required and this 
figure is multiplied by the freight rate to arrive at the total freight cost on the 
imports. 

Several objections may be made to this method: Firstly, the statistics of 
imports via the United States are on a fiscal year basis; and, secondly, the 
assumption that imports via the United States are of a similar nature (in respect 
to bulk and value and, therefore, by inference, in respect to freight rates) to those 
entering Canada direct, may be invalid. In point of fact, the goods coming via 
the United States are largely raw materials from South and Central America and 
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the Far East, and are probably worth less per ton than the manufactured goods 
coming direct to Canada from Europe, etc. A small amount of these imports 
comes from Mexico by rail. 

Total amounts involved are relatively small, however, so no adjustments 
have been made and it is believed that to estimate this freight payment as 
being equal to 15 per cent of the value of the imports via the United States 
is sufficiently accurate. 

XXI. ESTIMATED FREIGHT PAID ON IMPORTS FROM OVERSEAS VIA 
UNITED STATES 
(Thousands of Dollars) 


Imports 


from Ocean 
Fiscal Year ending March Overseas Freight 
via United Paid 
States 
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There is no indication of the nationality of the vessels used in the impor- 
tation of merchandise other than of United States origin via the United States. 
In view of the small payments involved, particularly in recent years, the 
purely arbitrary plan has been adopted of allotting one-third to each of 
Great Britain, the United States and other countries. There can be little 
doubt that each of these supplies some of the service. 


DEVELOPMENTS IN METHOD USED IN RECENT YEARS 


During the summer of 1936 a special investigation* into ocean shipping 
transactions was conducted by the Bureau, with a view to throwing additional 
light upon the effects of these transactions upon the Canadian balance of pay- 
ments. As a preliminary survey, information was collected on rates for the 
principal commodities imported into Canada from overseas which were repre- 
sentative of the rates effective during 1935. This procedure met with con- 
siderable success. Several bulk commodities like coal and petroleum account 
for a large part of the tonnage of cargoes imported. The general method was 
followed of approaching the problem by the principal ports, each of which has 
its individual characteristics. As a consequence, a mass of data has become 
available concerning the payments for the ocean transport of Canada’s imports, 
revealing the relative importance of the freight charges for the different com- — 
modities and routes. The principal obstacle arising from this approach was 
the difficulty of obtaining an accurate division of the payments to the different 
countries, as only a limited amount of information was available on the nation- 
ality of the vessels carrying the different commodities. It was necessary, also, 
to take account of the expenses of British and foreign ships in Canada by means 
of estimation. . 


* A special investigation into receipts and payments for shipping and coal freights was made 
pighe Buseay by Professor J. M. Macdonald of the University of Manitoba during the summers 
O 6 and 1937, 
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Earnings of Canadian shipping companies on the carriage of exports 
from Canada and from their business between foreign ports were obtained from 
most of the companies concerned along with statements of expenditures outside 
of Canada. ‘These latter were not entirely satisfactory because of the unde- 
termined item of crew wages spent abroad. Information for 1935 was not 
secured from several Canadian companies chartering foreign vessels. 


This investigation provided a check on the average rates employed in the 
previous years. A comparison of the average export rate revealed by the 1935 
study with the old export rate indicates that the old rate was reasonably 
accurate. But there is more assurance of continued accuracy when the informa- 
tion is secured directly at the source, and as the number of Canadian companies 
engaged in ocean shipping is relatively small, the most satisfactory procedure 
seems to be to obtain reports annually from all Canadian companies owning 
or operating vessels on ocean routes. 


A comparison of the import rate used formerly with the average rate 
revealed by the detailed calculations in 1935 does not show such a close agree- 
ment, however. The average rate formerly used for the calculation of payments 
on imports appears to have been too high when the influence of the low rates 
on bulk cargoes is considered. The old rate was originally calculated from the 
inward tonnages and income of about a score of shipping companies. As these 
companies operated permanent lines, the effect of low rates on bulk commodi- 
ties carried by tramps and tankers was not given due weight. A more direct 
method of ascertaining payments on inward freight was obviously preferable. 
A detailed survey of freight payments by principal commodities each year 
would not be practicable, however, and there would remain the difficulties in 
determining the nationalities of the vessels, as has already been indicated. The 
most desirable procedure seems to be to obtain reports directly from the 
owners or agents of British or foreign vessels touching Canadian ports. 


Accordingly, in conjunction with the investigation of freight payments 
during 1936, a plan was developed for obtaining information annually to pro- 
vide a basis of covering shipping transactions for the balance of payments 
statement. With the co-operation of the Shipping Federation of Canada and 
the Vancouver Chamber of Shipping, schedules were sent to all owners or 
agents of vessels calling at Canadian ocean ports, with the purpose of obtaining 
information for the year 1936. Excellent assistance was given by the shipping 
industry in this initial inquiry and sufficient information was secured in this 
way for 1936 to cover most shipping transactions in that year. It was necessary 
to estimate some unrecorded transactions, however. 


For the year 1937, the same general procedure of obtaining reports directly 
from the firms concerned was followed. The schedules used for 1937 ask for 
the tonnages, earnings on inward freight and expenditures in Canada of vessels 
owned or operated by each of the three groups of non-Canadian interests. 

(a) United Kingdom interests. 

(b) United States interests. 


(c) Interests other than Canadian, British (U.K.) and American. 


These data are sufficient to calculate the effects of the operations of non- 
Canadian vessels upon the Canadian balance of payments. 


For Canadian shipping companies a wider range of facts is necessary. The 
schedule employed elicits information on freight earnings on outward cargo from 
Canada, earnings on cargo between foreign ports, expenditures of Canadian 
operators abroad, amounts paid for charters, passenger expenditures by residents 
of other countries and an estimate of crew wages expended outside of Canada. 
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A modification of this schedule is used for Canadian oil companies. These 
companies import petroleum under a variety of circumstances; some tankers 
bringing petroleum to Canada are owned by the oil companies and some are 
chartered, and some petroleum is imported in vessels neither owned nor 
operated by Canadian concerns, while imports by pipe lines are also important. 


It should be noted that the ocean shipping earnings employed in the shipping 
item do not include earnings from passenger traffic. Earnings on passenger 
traffic are closely related to the tourist trade and the passage money paid by 
passengers from Canadian ports is treated in the estimates of tourist expenditures, 
although data on the passenger revenue of Canadian shipping companies are 
collected on the schedule illustrated above. Consequently, account is not taken 
of passenger revenues in this study of ocean shipping transactions, which is 
concentrated upon the freight transactions which are not covered elsewhere in the 
balance of payments statement, and which are, for the most part, intimately 
bound up with the commodity trade. Passenger income, if introduced into this 
item, would considerably alter some of the general characteristics revealed by 
the investigation, as the passenger business represents a substantial proportion 
of the business of some shipping companies. 


A point that might also be emphasized is that the apparent payments to 
British and foreign ships for the transportation of imports to Canada is greater 
than the actual effects upon the balance of payments because of the expenditures 
in Canada on account of these vessels. When this offsetting factor of expendi- 
tures is considered, the conception of imports “C.I.F.” the Canadian ocean ports 
appears artificial as regards the actual international effects of Canada’s foreign 
trade. For the individual importer the costs may be the “C.LF.” value, but 
from the national point of view there is this offsetting factor of expenditures. 
For this reason “C.I.F.” valuations are misleading when used in a balance of 
payments context without qualifications. 


XXII. OCEAN SHIPPING TRANSACTIONS N.O.P.—1935-1937 
(Estimated by New Method ) 
(Millions of Dollars) 


Year Gross Gross Net 

Credits Debits Debits 
OBS Pees alk Cri | vir ie aE” SO om | Oe ee ee Be 20-0 41-2 21-2 
ORT ye ce Pe Mee ag er ee Be CR ey ao Zone 53-0 29-8 
103 0h BeO GT BBW. 22 STRSTR OE ee eee eer! 50-0 86-0 36-0 


Comparison of Ocean Shipping Transactions Estimated by the Old and 
New Methods 


A comparison of the ocean shipping data shown for the years from 1926 
to 1934 with the data obtained by the new method for 1935, 1936 and 1937 
shows much larger amounts in the later years. To a considerable extent, how- 
ever, larger credits have been offset by larger debits with the consequence that 
the net debits resulting in recent years are not much different from the net 
debits in the earlier period. For example, net debits on account of ocean shipping 
estimated at $22-0 million in 1928 and $26-7 million in 1934 by the old method 
compare with the net debits of $21-2, $29-8 and $36-0 million that appear with 
the new method for the years 1935, 1936 and 19387 respectively. 


The reason, of course, why the total debits and credits shown for the latter 
three years are so much larger than those shown for the earlier years is that 
the old method estimated the net payments to British and foreign ships and 
the net earnings of Canadian ships. In contrast, the new method shows the 
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gross amounts involved. For instance, there appear as debits: (1) freight 
paid to British and foreign ships on imports by ocean ports; (2) expenditures 
abroad of Canadian ships; (3) estimated freight paid to British and foreign 
ships on imports from overseas countries entering Canada via the United States. 
Total credits in the latter three years include: (1) expenditures in Canada of 
British and foreign ships; (2) earnings of Canadian ships on outward freight 
from Canada, on freight carried between foreign ports, and on passenger 
cruises from foreign ports. 


It will be noted that the gross amounts shown for ocean shipping transactions 
in 1937 are considerably greater than in the two preceding years. This is 
probably mostly due to the greater volume of tonnage and to higher ocean freight 
rates. Some other increases, however, can be traced to a more complete coverage 
in 1937 of the transactions of vessels chartered by Canadian operators although 
the net amount involved is not large. 


Freight and Ocean Shipping Transactions in General Relation to the 
Balance of Payments 


Although the freight item of the balance of payments statement is closely 
related to the fluctuations in the volume of Canada’s imports and exports it is 
not lacking in some rigidities and independent movements peculiar to itself. In 
every year in the period under review there have been net payments by Canada 
on account of freight. The average of net debits per year has been $22-7 million. 
Net debits have fluctuated between the two limits of $9°5 and $39-1 million 
reached in 1926 and 1929 respectively. The widest annual fluctuation was 
between 1928 and 1929 when net debits expanded from $19°4 million to $39-1 
million. Between these two years it should be noted there was a marked change 
in the merchandise trade, there being a shift from a credit balance for merchan- 
dise trade of $131-°0 million in 1928 to a debit balance of $131°3 million in 1929. 
This change in balance reflected a decline in total exports, and an increase in 
imports, especially imports from the United States. As a consequence debits 
on freight account increased while credits declined slightly. 


The relations between debits in the freight item and merchandise imports 
are closer than those between credits and merchandise exports. Payments to 
United States carriers on coal and other merchandise imported across the 
border provide an illustration. Similarly, payments to British and foreign ships 
for freight on merchandise imported from overseas countries are closely related. 
Thus the reduced imports from the United States in the latter part of the 12- 
year period being studied have been accompanied by smaller payments to the 
United States carriers for the services of transporting merchandise to the Cana- 
dian border. At the same time the heavy payments for freight on coal imported 
from the United States deserve special attention, for there is a fairly rigid 
volume of debits arising from this one commodity. Fluctuations in freight pay- 
ments for other merchandise imported from the United States have been much 
wider and are more closely related to changes in the total volume of imports 
from that country. In the same way, while some debits on account of ocean 
shipping fluctuate with the total volume of merchandise imported from over- 
seas, there are other factors influencing these payments as well. For instance, 
ocean freight rates are subject to wide fluctuations due to general conditions. 
Then, too, debits arising from the expenditures abroad on account of Canadian 
ships are subject to influences independent of the volume of imports into 
Canada, and a certain level of expenditures is necessary so long as services 
are maintained. 

Credits received from freight transactions are less closely related to the 


total export trade because of the important earnings of railways in Canada from 
in-transit traffic and because most inland freight on exports of grain is already 
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included in the value of grain exports. In so far as fluctuations in merchandise 
exports are due to grain exports they do not produce credits in the freight item 
except in the case of a few special kinds of movement to the United States border. 
Earnings from in-transit traffic are dependent upon factors external to Canada, 
such as economic conditions in the United States and the foreign trade of. that 
country. Then, too, the extent to which Canadian vessels are employed in 
the export trade influences the credits entered in the freight item for ocean 
shipping, and the expenditures in Canada of British and foreign ships are influ- 
enced by other factors as well as the Canadian export trade to other countries. 


XXIII. SUMMARY TABLE—DEBITS ON FREIGHT ACCOUNT 


(In millions of dollars) 


Total 

Inland Freight Payments Ocean 

Inland Shipping Total 
Year ——__—_—_—_—————| Freight Old Payments 

Coal Other via U.S. Method 

Imports Imports Border (Net) 
AGS6: hh wel i ee onal eee tnd 37-1 37-9 75-0 30-9 105-9 
ty a Oa epraaee Mm ees Tet h ReCeetaet mat inet 34-6 39-2 73:8 35:2 109-0 
PODS eat CS, AREER PT BRON 34-2 47-0 81-2 34-1 115-3 
TOQOTY ede TL ie teet Nate ey, ee 38-0 52-7 90-7 39-7 130-4 
TOSO 2355 kotha tele. giotesert as eater, Renee ae 31-2 39-9 71-1 31-4 102-5 
PORE OF: NeteRte SORARS Se hee OOP, Jee 28-4 26-2 54-6 24-1 78-7 
1032). AS hte ea oP PG 25-3 16-6 41-9 24-0 65-9 
1 OBB e fe a anger AN | an aad ke aie 24-2 14-8 39-0 26-8 65-8 
gS ead Aline Weed tL bacterin Ad, db Bayo fy aout ork 28-7 18-3 47-0 32:3 79:3 

New Method 

Gross 
POSE LB SSen cS, Kat PAA EG, Se 22-0 19-1 41-1 41-2 82-3 
LOGO Heawig tek o Ha0 ae eek, Bae a 251 19-9 45-0 53-0 98-0 
BP Gictsts. eek a hat a RA cule Aslche Ren cee te eerie 30°3 20-9 51-2 86-0 yer 


XXIV. SUMMARY TABLE—CREDITS ON FREIGHT ACCOUNT 


(In millions of dollars) 


Inland Freight Ocean 
ee ]} Shipping 
Grain Old Total 
Year Non-Grain | Exports In-transit Method Receipts 
Exports n.O.p. Traffic (Net) 
(Net) 
DOOR PTD, Oh. ah Rls A asad le 44-6 4.9 31-3 15-6 96-4 
LO iy Aibincdees. rele caters etn teeiadee ee cde 44-0) 4-8 35°3 12'7 96-8 
1 LI AS Ry! RR PRISM EEL EL Sh 44-] 3-7 36-0 12-1 95-9 
R20 24). Fee oot, Atay) Sead Gr Ad a ot 43-1 2°] 36-2 9-3 91-3 
DOS Ors ilk... rages. CERES ea ae oe, 34-5 1-5 28-5 5-8 70-3 
S91 Del eh a Pe Ge ain tee aca ste he Le RN 24-4 1-5 23-6 4-6 54-1 
ee ee a ees ene ie ee eee, See 17°3 0-6 16-6 3°5 38-0 
LOSB ry ON? . Lk Ole Re Lea 8 oe 21-4 0-9 16-7 4-7 43-7 
NRE RI DS RTS, SAMMY HIER: Ur eg panies SAA Mey ye 25-6 1-6 18-6 5:6 51:4 
New Method 

Gross 
LUA oe ean ea ateeres 5 cc Secs east a ee 28-6 0:7 18-9 20-0 68-2 
TOS 8) SOD ATES, ORS Au DEEN) aaa, 34-2 1-8 21-0 23-2 80-2 
LOT (inches: gels: tacereh alae «ap beiy rare aia 37-6 1:5 22-6 50-0 111-7 


CHAPTER XIII 
Interest and Dividend Receipts and Payments 


Since Canada is a debtor country, interest and dividend payments must 
be made to the United Kingdom, the United States and other countries. In 
view of a British and foreign investment in Canada of approximately $7,000 
million, the annual interest and dividend bill is a very heavy one. It is offset in 
part by the inward flow of interest and dividends from Canadian investments 
in other countries. From 1926 to 1937 the debits and credits on interest and 
dividends account were as follows:— 

XXV.—INTEREST AND DIVIDENDS PAID ON BRITISH AND FOREIGN INVESTMENTS 

IN CANADA AND INTEREST AND DIVIDENDS RECEIVED ON CANADIAN 

INVESTMENTS IN OTHER COUNTRIES, 1926-1937 


(In millions of dollars) 


Net Payments (—) or 


Payments Receipts Net Receipts (++) 
ee Se a 
nestles | ale hs ones From | From | Gfher | otal | ux. | u.s.a.| Other 

Weaker Uo L A: Gaul vies Total U.K. | U.S.A. @ounbeies : Countries 
1926...... 240-0 | 97-0 | 138-4 4-6| 30:5] 0-8] 12-8 17-9 |—209-5 |— 96-7 |—126-1 | + 13-3 
1927...... 257-3 | 101-0] 151-2 5-1| 39-2] 0-31 16-3| 22-6 |—218-1 |—100-7 |—134-9| + 17-5 
1928...... 273-9 | 99-6 | 168-6 5-7 | 47-41 0-5| 20-3 26-6 |—226-5 |— 99-1 |—148-3 | + 20-9 
1929...... 321-8 | 112-9] 202-3 Gi) ubetetelne O4-|ah 129-5 31-8 |—260-1 |—112-5 |—172-8 | ++ 25-2 
1930......| 348-1 | 115-4 | 224-9 728)| 5 59-B We Ok | L278 31-6 |—288-6 |-115-0 |—197-4| + 23-8 
1931...... 330-1 | 102-2| 221-1 6-8| 50-3| 0-3| 22-7 27-3 |—279-8 |—101-9 |—198-4 | + 20-5 
1932...... 301-2 | 91-0 | 204-5 5-7] 39-4] 0-3] 16-2 22-9 |—261-8 |— 90-7 |—188-3 | ++ 17-2 
1933...... 263-3 | 72-1] 187-6 3-61 39:0] 0-3| 15-2 23-5 |—204-3 |— 71-8 |—172-4| ++ 19-9 
1034... 267-0| 74:7] 188-7 3.6.19 B64 il sw s0-4nl, v, 178 37-5 |—211-6 |— 74-3 |—171-2| + 33-9 
1935 sien 270-6 | 76-2| 190-1 4-3). 62:0| » 0-5 |. 19-5 42-0 |—208-6 |— 75-7 |—170-6| + 37-7 
1936...... 310-0 | 83-7 | 221-6 4-7| 76-21 0-5| 29-5 46-2 |—233-8 |— 83-2 |—192-1| -+ 41-5 
1937*..... 325-0 | 88-3 | 231-0 5-7| 78-81 0-31 30-8 47-7 |—246-2 |— 88-0 |—200-2| + 42-0 
eee orale. pc a a ee Uk Re ak ee a ic ee eae) an as 


In the following statements the Interest and Dividend Payments are shown 
separately. 
XXVI.—PAYMENTS OF INTEREST ON CANADIAN BONDS OWNED OUTSIDE 


OF CANADA 
(In millions of dollars) 


To To To Other 

Year Total U.K. U.S.A. | Countries 
OPT ole MAD) eee Se) al te 6 eed A i a Ri MR «POR: teh nie SO 145-0 62-0 82-4 0-6 
Drei Cee Ae AP AR Fah LER! be ol et Bde! 1 Ue Ad he ee eat. TORS 62-5 88-2 0-6 
V9OQR RR RFT. Seedy at Seteewe aude. OS Re it ae ei. Bo 2 Ahi 158-9 61-6 96-6 0-7 
OID BE ie 5 TSE A A OS te et ee ne ee POLS ol ce vot 163-8 61-9 101-3 0-6 
TOT es re ec shpat le lp OE a MRP gc AM tl 171-1 60-4 109-9 0-8 
TOSI ae. PROTON Es oh fer 2. REA IES ane 180-1 58-2 121-1 0-8 
LOS 2 Sees ae rere SeiBe i 08 ow Ms a 171-2 57-0 113-5 0-7 
OPS toh ang ehoaais’ ale de 5m ree ee ee nus, igs ee tee ees 168-3 55-1 112-6 0-6 
LOSS ee APEC WORED ES Cee Tee ables OTL Ieee Pe. 167-0 56-7 109-7 0-6 
ORR Oey eA in fhe Se Oe Ce ae One aR en ee BURR 155-6 55-7 99-1 0-8 
BENS roe cee ee eee a es es ci | ue Mien asin ieferny Sean 154-9 55-5 98-7 0-7 
LOS 7 ee ek. ET EL PRD Seah A RE Go ba 150-0 55-0 94-3 0-7 

*Provisional. 
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XXVIT.—PAYMENTS OF DIVIDENDS ON CANADIAN SECURITIES OWNED OUTSIDE 
OF CANADA 


(In millions of dollars) 


Year Ro To To Othe: 

Total U.K. Coat Countries 
eee) deat: we wdiiloorn fea ciidoth od 95-0 35-0 56-0 4-0 
LUST ee EO AR ee TO ee ee 106-0 38.5 63-0 4-5 
TE Ta AE Na A TAA SERN ah A) 115-0 38.() 72-0 5-0 
LORGN ieee eet UY id c3A GEKIN, Ch BELO OTE 158-0 51-0 101-0 6-0 
LAT eee whine engi Rpaepe ripen ge te en! BS Spek 177-0 55-0 115-0 7-0 
PBST Le NTE A ANE COLES AR Ear nee 150-0 44.0 100-0 6-0 
fone RE OR er ee 130-0 34.0 91-0 5-0 
fost ek i a ee 95-0 17-0 75-0 3.0 
1 ae ease TIARA GREET UHORER Te Goitek' gare 100-0 18-0 79-0 3-0 
[1 ME COREE NIL RS Opa 115-0 20-5 91-0 3.5 
1056). ell eho Ge. ee 155-1 98-9 122-9 4.0 
1aeys, Ce Sige In Oe ne 175-0 33.3 136-7 5-0 


* Provisional. 


An analysis of interest payments on bonds held outside of Canada by 
groups of borrowers is given in Table 12. With regard to interest paid to 
bondholders in the United Kingdom and the United States, it should be pointed 
out that this does not represent the sterling or United States exchange pur- 
chased by the borrowers. Because of the large amount of Canadian bonds 
outstanding that have options of payment in more than one currency, the foreign 
exchange requirements of the debtor governments and corporations are frequently 
greater than the amounts of interest received by bondholders residing outside of 
Canada. The amounts of interest paid to bondholders abroad, then, should be 
regarded as the net demand for foreign exchange arising from the servicing of 
Canadian bonds held abroad, rather than as an indication of the foreign exchange 
commitments of the borrowers, as there are offsetting transactions when Cana- 
dian bondholders collect interest on Canadian bonds in foreign currencies and 
later buy Canadian funds. Furthermore, some bonds payable in Canadian 
currency are held outside of Canada. When the interest is transferred abroad 
there is a demand for foreign exchange even though the debtor is free of such 
an obligation. One qualification regarding the comments above on the net 
demand for foreign exchange applies, however. In the years between 1931 and 
1933 when there were substantial discounts on the Canadian dollar, the premium 
paid by Canadian borrowers on foreign exchange has not been included in the 
interest item. Premiums or discounts on exchange are taken account of in a 
special item of the current account in the years between 1931 and 1933. 


Method of Calculating Payments 


Interest payments are calculated from the Bureau’s individual records of 
all Canadian bond issues which are held in whole or in part in other countries. 
These records are generally based on the original geographical distribution of 
the issues, although for most corporation issues more recent information has been 
reported by the corporations themselves. Consequently, the resultant interest 
totals would be inaccurate to the extent that the issues had been subject to 
international purchase and sale during the interval which has elapsed since their 
original distribution. Two checks, however, are now available. One arises 
through the monthly return made by all Canadian investment dealers, stock 
exchanges, chartered banks and other financial institutions. A sample of the 
details available from data on sales and purchases of securities is shown in 
Tables 23 and 24. 
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The second check is information made available by financial institutions 
in the United Kingdom. This consists of lists of bonds, the interest on which 
is payable either in sterling or optionally in sterling or other currencies. The 
amount of interest paid to non-residents of Britain is shown, hence the amount 
of the issue still owned in the United Kingdom can be deduced. 


With regard to dividend payments, an annual return is made to the Bureau 
by all Canadian companies which have any of their common or preference 
stock owned in other countries. Since records are also kept of the proportion 
of such securities owned in other countries (United Kingdom, United States, 
All Other Countries) it is possible to deduce the total amount paid abroad. 


A second source of information is the Income T'ax Branch of the Depart- 
ment of National Revenue. Canadian corporations must report annually to 
the Income Tax authorities the amount of dividends paid and must furnish, 
among other details, the amount paid to non-residents of Canada. ‘This 
information gives a larger total than that obtained through the Bureau inquiry 
but certain deductions must be made from it to allow for items which the Bureau 
does not include in its balance of payments statement. Among these are stock 
dividends and dividends paid by corporations whose head office is in Canada but 
whose operations are in another country. The latter, when controlled by 
Canadians, are classified by the Bureau as Canadian direct investments abroad 
(Canadian branch and subsidiary companies in other countries) and any dividends 
which come into Canada are entered as a receipt. 


Besides the interest and dividend payments which are included in the 
balance of payments item thus designated, there are payments which are 
included in other items of the statement. That is to say, the interest and divi- 
dend item does not include all the payments which may properly come under 
this head and which are entered somewhere or other in the balance of payments 
statement. These arise principally through the operations of branch plants 
in Canada and the remittances of certain companies, such as trust companies, 
to their clients abroad. 


A considerable number of American branch plants located in Canada take 
out a licence to do business in Canada and do not become incorporated; there- 
fore, they have no stock issue and do not declare dividends. Remittances to the 
United States, in such cases, are in the nature of profit remittances. Trust 
companies and other financial concerns may hold Canadian securities as 
nominees for non-residents and remit the dividends abroad. The nature of the 
returns received from these companies is such that it is impossible to separate 
the profits, dividends, and interest from other capital movements. They are, 
therefore, included in the items dealing with branch plants, trust companies, etc., 
in the capital account of the balance of payments statement. Further discussion 
of transactions such as these will be found in the chapters dealing with capital 
movements. 


RECEIPTS OF INTEREST AND DIVIDENDS 


These arise through the investments of Canadians in other countries and 
can be best described by dealing with each of the main categories of investment. 
The first class, Canadian government credits, have not yielded anything in 
the way of interest receipts since 1931 until the fiscal year 1937. 


No interest or dividend receipts have been included for the second item, 
estimated net assets of Canadian banks outside of Canada. The financial 
relationship between the head offices of Canadian banks and their branches in 
other countries does not give rise to periodic receipts in Canada of interest or 
dividends on the investment abroad; nor has it been found possible to ascertain 


the rate of profit in such branches. In any event, the situation 1s probably such 
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that whatever profits are made enter into the assets abroad. If this is so, any 
addition to net assets abroad would be partly accounted for by profit and the 
record of the movement of capital out of Canada would be too large by the 
amount of profit. More data are necessary before this item can be clarified. 


In connection with foreign securities held in Canada by Canadian insurance 
companies, a unique situation exists. In a great many cases the interest and 
dividends due on such securities do not come into Canada but are lodged 
in London, New York or some other centre outside Canada. It is not possible 
to ascertain the amounts so affected because interest and dividends are lumped 
together with other funds in the records of insurance companies. Where interest 
and dividends are known to be remitted to Canada they are included in the 
interest. and dividends item. The residue is accounted for in the item of the 
capital account dealing with insurance. A special annual return furnished by 
these companies shows the actual transfers of funds into or out of Canada. If 
some of the interest and dividends due to Canadian head offices and lodged in 
a foreign centre are eventually transferred to Canada they will be included in 
the amount shown for insurance funds transferred to Canada. 


Yields on direct investments are dealt with in two ways. Where a Cana- 
dian branch or subsidiary in another country pays interest or dividends to the 
Canadian head office, such payments are included in the item covering receipts 
of interest and dividends. There are cases, however, where the payments are 
in the nature of remittances of profits, which are difficult to separate from 
other movements of funds between the branch and the head office. In such 
cases the amounts shown in the capital account as movement. of funds arising 
through branch plant transactions will include sums which are profits and 
which properly belong to the interest and dividend item in the current account. 
In the case of some Canadian direct investments abroad, interest credited to 
parent companies in Canada is entered in this item in order that the amounts 
will partly offset advances to the subsidiaries by the Canadian companies 
appearing in the capital account of the balance of payments. Dividends 
received by one Canadian company from its subsidiary in South America are 
entered as credits in the interest and dividend item in order to offset the debits 
arising from the payment of dividends by the Canadian company to its parent 
company in the United States. 


Miscellaneous investments constitute the largest item of Canadian invest- 
ments in other countries. In reckoning interest and dividend payments on 
these, recent investigations by the Finance and Investment Division of the Bureau 
of Foreign and Domestic Commerce at Washington have furnished a basis for 
calculating the item in so far as Canadian investments in the United States are 
concerned. A census was taken of foreign portfolio investments and earnings 
thereon. As a result of this undertaking, very reliable information was made 
available for Canada. 


As regards Canadian miscellaneous investments in countries other than the 
United States, there is more difficulty. These are largely in South American and 
other foreign bonds, many of which are in default in whole or in part. However, 
a careful study is made of the various issues involved and a weighted’ index 
of interest rates, based on all the information available, is used. In this group, 
also, are included Canadian holdings of the stocks of Canadian companies 
located abroad. The dividends declared by such companies are a matter of 
record and can be applied to the estimated holdings of Canadians. 


The approximate division of the total receipts into interest and dividends 
for selected years is shown in statement XXVIII. These two sources of Cana- 
dian income have shown divergent trends between 1928 and 1936. While 
interest received has declined from $22-1 million in 1928 to $13-3 million in 
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1936, receipts of dividends have expanded from $25-3 million to $62-9 million. 
The contraction in interest is, of course, due principally to the large number of 
foreign bond issues in default. The growth in total dividends received since 
1928 is the result of larger holdings of United States stocks by Canadians in 
1928 and subsequent years, and heavier dividend payments by the foreign 
subsidiaries of Canadian companies especially since 1934. 


XXVIII.—ESTIMATED RECEIPTS OF INTEREST AND DIVIDENDS FROM CANADIAN 
INVESTMENTS ABROAD, 1928, 1933, 1936 


(In millions of dollars) 


Year Interest Dividends Total 
1S ASD anon Asda Oe EER, © RE RRO FP OL. se ML Ee oni ATT ATION OA eS 22-1 25-3 47-4 
IMB eS ee eek BOR R AE CARAT SOE R bd 8 Gn Ely AEY OD or Le ee ee RS RA or Rae 13-1 25-9 39-0 


UIC Pe se apa el aoe tte actA ty at le, Bene a al ie eta I AR Pa 13-3 62-9 76-2 


CHAPTER XIV 
Remaining Items of the Current Account 


Several less important items in the current account remain to be discussed. 
These will be briefiy dealt with in this chapter. 


REMITTANCES OF IMMIGRANTS AND EMIGRANTS 


Considerable sums of money are mailed by immigrants in Canada to 
friends and relatives abroad. In many cases, friends have assisted the immi- 
erant with a loan and the remittances represent repayment. This factor, of 
course, has been of decreasing importance in recent years. At Christmas, the 
traditional gifts may take the form of money and during years of depression 
those more fortunately situated in Canada may have helped their needy rela- 
tives abroad. There is, of course, a reverse movement of funds from Canadian 
emigrants (mainly in the United States) into Canada. 


It has not been possible to obtain any direct information as to the sums 
of money thus remitted or received. A large proportion of the remittances 
probably will be made by the simplest. method, that of the post office money 
order. In addition, of course, remittances are made through the agencies of 
banks and express companies, who have developed the business of foreign 
remittances very energetically, and some currency will be sent through the 
mail. It is impossible even to guess at the volume remitted through each of 
these various agencies. 

For purposes of estimate, the arbitrary assumption has been made that the 
sums remitted by immigrants through these non-post-office channels is equal 
to the amount of money order remittances arising out of commercial transactions 
(small purchases abroad, etc.). That 1s to say, by this device of substitution, 
totals of post office money order remittances are taken as equivalent to the 
total sums transferred abroad by immigrants in Canada and remitted here by 
Canadian emigrants abroad. Money order statistics by fiscal years are adjusted 
to calendar years for the purpose of the balance of payments statement. 

But as recent studies have led to the conclusion that the figures for immi- 
grant remittances reached by the method described above are too low, a round 
sum of about 10 million dollars in most years has been added to account 
for remittances through other channels than postal money orders. Because 
it is known that the practice of certain groups of immigrants is to remit 
through the banks and transportation companies, remittances to countries 
other than the United Kingdom and United States have been arbitrarily 
increased in this manner. It appears that the arbitrary device of substitution 
is not as applicable to remittances to foreign overseas countries since total 
postal money order business with them is small. 


EXPENDITURES OF GOVERNMENTS 


This item comprises on the “debit”? side expenses incurred abroad incidental 
to the operations of Canadian government departments and includes, inter alia: 
the operation of Canadian legations, grants to the League of Nations and other 
expenses connected therewith, advertising and exhibition expenditures, and the 
maintenance of immigration and commercial intelligence services abroad. The 
items are extracted from the relevant sections of the report of the Auditor- 
General. In addition, the payment of pensions to persons resident in the United 
Kingdom, the United States and elsewhere is included in the above heading, 
details being obtained from the Board of Pensions Commissioners for Canada. 
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This item amounts to about eleven million dollars annually. Expenditures in 
Canada by British and foreign governments on account of consular and diplo- 
matic services and the like, and by British and other Ministries of Pensions, 
provide a contra item. ‘These figures, of course, do not include interest on 
government debt paid or received from abroad since this is provided for in 
the specific interest and dividend item of the current account. Supplies pur- 
chased abroad are similarly excluded (with some exceptions) because of their. 
inclusion in merchandise imports. 

British and foreign consular and commercial services in Canada were com- 
municated with and a request made for particulars regarding expenditures. 
From most of these the data were obtained and an estimate was made to cover 
the balance. Particulars regarding pension payments in Canada and allied 
expenses are obtained from the British Ministry of Pensions and from the 
United States Legation. 


EDUCATIONAL, CHARITABLE AND MISSIONARY CONTRIBUTIONS 


Canadian colleges and research institutions receive grants from British and 
American endowments, notably from the Carnegie and Rockefeller foundations; 
religious institutions in Canada receive contributions from parent bodies and 
others abroad. On the other hand, missionary services are maintained abroad 
by the contributions of Canadian churches. 

It is difficult to estimate the sum total of such remittances and receipts 
because of the great number of organizations which contribute. A circular is 
sent annually to religious organizations, educational institutions, and to other 
sources likely to have information. With these returns as a basis, an estimate 
is made. 

ADVERTISING RECEIPTS AND EXPENDITURES 


Canadian trade statistics show the amount of advertising materials imported 
into this country but, of course, no published record is available as to the sums 
received by Canadian newspapers and other advertising media on account of 
services performed in Canada for British and foreign advertisers. That the 
amount of such advertisement is fairly considerable cannot be doubted. 

It is believed that the bulk of foreign advertising in Canada is undertaken 
through the medium of newspapers and magazines, although billboards, radio 
and street car signs also receive some foreign revenue. In this connection, 
it may be noted that the advertising expenses in Canada of American branch 
plants do not necessarily give rise to revenue from abroad. They usually con- 
stitute part of the Canadian concern’s operating expenses. 

Questionnaires are sent annually to newspapers, magazines and _ other 
periodicals, to advertising agencies, to the various governments, to railways, 
exhibitions, ete., asking for information concerning advertising receipts and 
expenditures. 


Motion Picrurgt EARNINGS AND PAYMENTS 


There are some 1,100 moving picture theatres in Canada, all making use 
of imported films. Some pictures are paid for outright, others are handled on 
a sort of profit-sharing basis, and a small portion of payments (possibly 10 
per cent) is in the form of royalties. 

These earnings and payments for motion picture films involve remittances 
to Great Britain, the United States and other countries. On the basis of the per- 
centage of feature films used in Canadian theatres in 1936 it is estimated that 
about 90 per cent of the remittances went to the United States, 5 per cent to 
Great Britain and 5 per cent to France. Estimates are made with the assistance 
of such expert advice as that of Motion Picture Distributors and Exhibitors 
of Canada. For 1937 the estimate was a payment of $4°5 million. 
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CAPITAL OF IMMIGRANTS AND EVMIGRANTS 


This item refers to the amount of monetary capital brought into Canada 
by immigrants and taken out by emigrants. As no official record is kept of this 
item when the settler enters the country or when the emigrant leaves it, some 
method of estimation must be devised. The method adopted here is to estimate 
the per capita amount of capital brought into or taken out of the country by 
the several classes of immigrants and emigrants (by country of origin or destina- 
tion) and to multiply these amounts by the corresponding numbers of people 
involved. 


IMMIGRANTS INTO CANADA 
Immigrants into Canada are classified in the following statement: 
XXIX.—_IMMIGRANTS ENTERING CANADA, 1926-1937 


Immigrant Arrivals from— 


Year Total 
United United Other 
Kingdom States Countries 


ee, eS 


Fiscal Years ending March 81st— 
1926 


SPT UPA! ERASER CERRO, SPADE, Mere ae eine 37,030 18,778 40,256 96, 064 
$997 chen be veal, ce Sh ee at CR ae ot ede eee. ee 49,784 21,025 73,182 143,991 
OOS a cieert iNh w hia nme Skt Ane perce eRe Sera 50,872 25,007 75,718 151,597 
ODOR eee SECIS, PO oe, Sab PARE 2 ee Ae 58, 880 30,560 78, 282 167, 722 
LO SO eid tates les ee de. bow ie Ra ee i eee 64,082 30, 727 68,479 163, 288 
DT ee rie (ce ehh ie ee Cees ee Ge 27, 584 24, 280 36, 359 88, 223 

Calendar Years— 
Ed le Rea Bela dali: "ae YE hme be LNG Sena Oem ie) i” Mh 7,678 15,195 4,657 27,530 
OS eee ire: Rrra RS ee CMe Aen, We Tee Meier, Omen ee 3 Beal 13,709 3,559 20,591 
TOS SOO. DHS. BRR Oars) MU Cee 2,304 8,500 3,578 14, 382 - 
1 97. a alee ey 8 IRAN DE RAD an cet DOHA Ret ode, (ONS tes oa: PY Hs 2,166 6,071 4,239 12,476 
(1S 1 Rea A lee, a srl ae Binet) Wan en eal a kl te eb 2,103 5,291 3,883 11,277 
1O36: . ASIA he AR OSD ota A Ea ORS 2,197 4,876 4,570 11,643 
TRO ACH RNY Ny Pup categr (OA TARE POE BR ave GAON FIRE Oe ee 2,859 5,555 6, 687 1.10 


A movement not shown in the immigration figures is that of returned Cana- 
dians who originally left Canada to reside in the United States and who on 
returning to Canada declared their intentions of resuming their residence in this 
country. Since the statistics include only those who have been in the United 
States for more than six months, such returning Canadians may be considered 
as bringing in capital, the result of their earnings in the United States, in much 
the same manner as immigrants into Canada from that country. 


XXX. CANADIANS RETURNING FROM THE UNITED STATES 1926-1937 
Fiscal Years ending March 31st— 


1 910A 0 Se PA anesthe Mae Meret Pathe darren 5, AUN RL ac ataldtet a «OSE gli rl bas oe OUD Sian 84 Folie Uc ah 47,221 
WOT XV. ES, OTS CY Fe ae ee 2 ee 56,957 
\CL yA TA Caen eT en BETH POY LM ee aN | PRE EI ae A RENE SE T Wk Gt alirats '8 Ser oo} 39,887 
ZOEK pukaus shave «al «elon A oted lof OHS) SASSER ST OIC IG GEE AARNE, Ot crouse atcah fa Be Cn eet eae 33,797 
OSG ei tercats iccthese: lorie co one: Grunsaicalisristsfal er a uekevetinl «se, 41.008 (oe eT SORE a eT ee 29,830 
LOB US seeker ide 2 Shes TO UE PETS CREE CES STE. SESE SED RTE Ee 30,209 
Calendar Years— 
LOSI spare hicine S'S, at hee he geen ae Ot i a ek ES eS er ee a 20,502 
VID iw eft wher ivan ss: ofiei nm, mlsaacstM MAR GUE SDE Like co eaeeTcLn OUELIS easy oan ne Ce 18,220 
19383) 2. Te. Oe ee ar CS ee ee oe Lee ee 10,209 
1934, dite dtesre id biiscas sare Madieete d ook ss chee cree. CM eee LI eee eee 1272 
EOBD. ven sa/s > do stebel is ote oicime et b LTR Nighy Bae ls OMe pie cat RR OL 4) 1 Sie 6,378 
TOBE APSE Or ANS 8 Ron Ne PRE RB I aA a A 5,168 
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CAPITAL BROUGHT IN BY IMMIGRANTS 


For purposes of estimate, the fiscal year statistics from 1926 to 1931 of 
immigrants and returning Canadians are adjusted to a calendar year basis on 
the assumption of equal monthly distribution. Since 1931, the data are avail- 
able on the calendar year basis. The next task is to estimate the amount 
of cash which each class of immigrant shown in the above statements may be 
said to import. In the first place, it must be remembered that, of the immi- 
grants properly so-called, slightly less than 45 per cent of the total in recent 
years consisted of adult women and children under 14, the effect of which would 
be to reduce any estimate of per capita imports made on the basis of the 
number of male immigrants. It is also certain that, of the immigrants from 
Great Britain and the continent of Europe, many had their travelling expenses 
in Canada paid by relatives already here and some had them paid by the 
various settlement or charitable agencies in this country. 

Taking all these factors into account, and after making comparison with 
the estimates used on former occasions (notably those of Prof. Viner in respect 
to the period 1900-1913, and Cost of Living Report 1914), it has seemed 
reasonable to take the following as typical of the per capita import of capital 
of immigrants by country of origin: Great Britain, $50; United States (farmers 
and farm labourers), $500; other United States immigrants, $100; Canadians 
returning from the United States, $100; other countries, $25. 

The explanation of the large sum assigned to farmer immigrants from the 
United States is that this estimate must include, in many of such cases, an 
amount representing the proceeds of sale of farms and farm buildings in the 
United States, whence they came with some of their live stock and implements 
to buy cheaper land in Canada. 

Totals shown in Table 13 are carried into the balance of payments as an 
invisible export, 1.e., a receipt of foreign funds. 


CaPITaAL TAKEN Out BY EMIGRANTS 


No official statistics of emigration from Canada are kept, but it is possible 
to make a reasonable calculation as to its volume by the use of the British 
and United States official statistics relating to immigration from Canada. The 
sources of information are given in the footnotes to the tables. As in the 
similar case of returning Canadians, whom we included in the immigration total, 
it has been decided to include in the statistics of emigration the numbers of 
United States citizens returning to that country permanently, being former 
residents of Canada. 

Statistics of emigration present peculiar difficulties, particularly in the 
case of the movement across the Canadian-United States boundary, but it is 
believed that Table 14 indicates sufficiently the variations in the movement. 


CAPITAL TAKEN OuT BY EMIGRANTS PER CAPITA 


It will be seen in Table 14 that the greater part of the emigration move- 
ment was to the United States, in the earlier years. It may be assumed that 
a considerable share of the total is made up of younger Canadians seeking 
more remunerative employment across the border, and of some Canadians 
and former United States residents who have met failure and unemployment 
in Canada. Also, rather less than 40 per cent of the emigrants to the United 
States in 1930 were listed as having no occupation, largely women and children, 
and only slightly more than 10 per cent of the total were farmers and members 
of the professional and commercial classes who might be expected to take 
with them larger amounts of capital comparable with that assumed to be 
brought in by farmer immigrants from the United States. 
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In view of these considerations, it is considered that $125 per capita is a 
reasonable estimate of the amount of money taken out of Canada by all emi- 
grants.* But when the numbers of deportations have been large, deductions 
have been made from the numbers of emigrants. The resulting transfers of 
funds are shown in Table 15. 


FARNINGS OF RESIDENTS OF CANADA EMPLOYED IN THE UNITED STATES AND 
RESIDENTS OF THE UNITED STATES EMPLOYED IN CANADA 


International transfers of purchasing power arising from the earnings of 
residents of Canada or the United States from employment in the neighbouring 
country are a more important item of the balance of payments statements for 
the years prior to 1931 than for recent years. The automobile workers residing 
in. Windsor and other communities in Canada who were on the payrolls of 
Detroit factories provide one of the best illustrations of this form of invisible 
earning. In the depression years the number of international commuters dropped 
very sharply and there have been administrative measures acting since then 
towards keeping their numbers from rising. 


Immigration statistics are available for the years since 1932, showing 
the numbers of residents of each country in the habit of crossing the border 
regularly in connection with their employment. For the years before 1932 it 
was necessary to estimate the total number of commuters on the basis of the 
number in the Detroit-Windsor region on the assumption that the percentage 
which the latter represented of the total in those years was approximately the 
same as the percentage in 1932 and subsequent years for which complete informa- 
tion is available. The average expenditures applied to the number of com- 
muters in each year are of necessity rather arbitrary and have been varied in 
accordance with general changes in incomes during the period. The average 
earnings taken as representative for residents of Canada working in the United 
States were selected after a study of the occupations of the commuters in 1935 
and are considerably lower than the average earnings applied to the number of 
residents of the United States employed in Canada as the latter group includes 
more employees in the higher-salaried classes. 


It should be pointed out that most international exchanges of professional 
services are not included in the estimates under discussion. These are sap 
to some extent and, in any event, are provided for elsewhere. 

XXXI. ESTIMATED EARNINGS OF INTERNATIONAL COMMUTERS 1926-1937 


(In millions of dollars) 


Earnings Earnings 
of Residents of Residents 
Year of Canada of the United 
Employed States Em- 
in the ployed in 
United States Canada 
DOG elec rtd a 8 08 CUR eon ae eal Ar ene a atin) Ta MN ae ae ey ee A 20-9 3:6 
TOQT SISAL TARR TA ORR SR i TA TG le Ie SE ST! aeons 22-8 3-6 
MODS Petey alecet le ai, sod eg RCo ag hei WR a's re aA OD aig eA lek ks a 20-9 3-6 
gO URS Ui VS ane Ta A DEK WARM ART a Bea iE Lip ie ots holes bP aula Easiiede a MIU 1 ey 14-9 3°8 
TOSO AO Ppa GPs Bian RPO Oe ETE Ok A eee Soe 10:3 3°6 
EOS Ws ey eevee 2 cme atte Be am Beall A as Ria aia SND 8 Take ia gee Aa a a ee 6-0 2-8 
AR DAMM ete DORMER MER Nie ibamear en A Nahe CRE CUR ei lle DeateMin ys epee, Je kent mire eT da Pt 3-7 1-4 
BY Retail. doo ened hot ba oh me MRR EL rs Bu iti ea sll Mee ik ds nate otter kA Seaton LA OAL. 3-1 0-7 
FOB Ea ey ie NT RS, URN lee Ok aia a Rr as es ae ie i pa 2 Sa oo 0-7 
BGS Sta ee a ee eM HE Ee a ON MRAP A CN! Ce MORIN Ss A TO MS a ey ALE 3:8 1:5 
NOES ap ienebedoahiits 0a gta tad Labial ROU, Ube Puella ConA si oy cy Weal IR RU a da el es EA ab i 3-6 1-7 
LOST LATTE RSE ee ETT TS De POR oh aN ee At EO ee: Rae a 4-9 1-7 


* This estimate is roughly equal to that adopted by Viner—‘“Canada’s Balance of Inter- 
national Indebtedness 1900-1913”, allowing for the alterations in the general price level in the 
intervening period. 


CHAPTER XV 
The Capital Account 


The tripartite character of the balance of payments study has been referred 
to elsewhere. The statements setting forth the balance of international indebted- 
ness and the current account of the balance of payments have already been 
described. The next six chapters of the report describe the various groups 
of capital movement between Canada and other countries that have been 
analyzed in the capital account of the Canadian balance of payments. 


While the balancing item of the current account reflects the net move- 
ment of capital its accuracy is limited by the degree of completeness and preci- 
sion attained in the estimates of the current account items. A further limita- 
tion lies in the fact that at best it is only a measure of the net movement of 
capital. The great diversity and large volume of movements of capital between 
Canada and other countries will be made apparent in the chapters that follow. 


By analyzing in detail the movement of capital the capital account accom- 
plishes a dual function. It indicates the general significance of capital move- 
ments in the foreign exchange market and accordingly, along with the current 
account, throws light upon the background of transactions upon which the foreign 
exchange value of the Canadian dollar is dependent. It also makes it possible 
to appraise the effects of the movements of capital, during any period, upon the 
Canadian balance of international indebtedness. 


The potential effects of capital movements upon the Canadian economy 
may be appreciated only by studying the volume and character of the various 
offsetting movements, for although the net movement of capital during 
a period may be relatively small, the significant changes that the gross move- 
ments have upon the composition of the foreign assets and liabilities of Canada 
may be considerable. Obviously it is most important to know the character 
of, for example, inward movements of capital. Are they increasing Canadian 
contractual liabilities abroad or are they represented by ‘‘equity” investments 
in Canadian industry? In the latter case, are the inflows of capital for the 
development of companies controlled by external capital, or are they minority 
investments in Canadian stocks? Does the initiative appear to come from 
the borrower or the lender? Is the investment likely to be of a stable character 
or is it subject to sudden withdrawal? Or is the inflow of capital the result 
of the liquidation of Canadian assets abroad. Likewise, somewhat comparable 
considerations apply to exports of capital. In short, the detailed analysis of 
capital movements shown in the capital account is essential if their potential 
effects upon the Canadian economy are to be fully appreciated. 


The broad distinction between transactions appearing in the current account 
and those appearing in the capital account lies, of course, in the fact that the 
former group represent payments for current purchases of goods or services, 
whereas the latter group are on capital account and usually reflect changes in 
either Canada’s external assets or her external liabilities. Al] such changes, how- 
ever, do not give rise to movements of capital. Changes in the value of inter- 
national investments are often the result of such internal causes as reappraisals 
of assets, reinvestments of profits, etc., that are not reflected by movements of 
capital of significance to the balance of payments. Neither do all transactions 
entered in the capital account produce discernible changes in external assets or 
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liabilities. In some cases entries in the capital account for the purpose of 
offsetting entries elsewhere in the statement are unavoidable, but, by and large, 
transactions in the capital account reflect purchases or sales of foreign exchange 
and changes in foreign assets and liabilities, although some of these latter may 
be obscure and difficult to distinguish. 


A fairly sharp distinction is frequently drawn in theory between the 
function and significance of long-term capital movements representing invest- 
ment and the short-term changes in indebtedness that act as readjusting agents. 
The capital account of the Canadian balance of payments, it will be observed, 
does not segregate long and short-term transactions. In practice it has been 
found that the distinction between long and short-term capital transactions 
is not always clear-cut. In the following chapters dealing with particular groups 
of capital movement sufficient description as given of detailed transactions to 
indicate their diverse and often indeterminate character. In general, however, 
the capital movements resulting from the sale of new issues of Canadian securities 
abroad and their redemption are connected with long term investment. Less 
uniform characteristics accompany the other groups of capital movements, the 
transactions often being very diverse. Many of the changes in external banking 
assets have been short-term equilibrating fluctuations, while others display a 
different character. On the other hand many of the sales and purchases of out- 
standing securities definitely reflect long-term investment as do some of the 
capital movements connected with direct investments. But some of the short- 
term capital transactions of special significance to the Canadian balance of 
payments also arise from the international trade in securities and from the 
operations of international direct investments. Many of these transactions in 
particular are unusual and difficult to classify. 


In conclusion it might be pointed out that the motivating factors under- 
lying many capital movements are rather complex. While some capital 
movements arising from contractual obligations falling due are obligatory, 
there are less predictable causes at the source of other movements. A wide 
range of capital movements arise in circumstances where the decision to 
transfer the capital rests upon purely transitory circumstances in which the 
transaction appears profitable. But capital transferred in such instances may 
often become in effect a long-term investment. Psychological. factors have 
important influences upon many capital movements, especially some: of those 
arising from the international trade in securities. 


Brief comment on the residual item is appropriate in this chapter. As 
explained elsewhere, this item is the difference between the balancing items 
of the current and capital accounts and therefore in theory is a measure of 
the errors and omissions in the statement. It is difficult to generalize regard- 
ing the principal factors believed to be represented by the residual item. While 
there are some known groups of transactions omitted from the statements, 
it is probable that generally the residual item is the result of inaccuracies in 
the more important items of the current and capital accounts rather than of 
the omission of important items. Then, too, in some years special situations 
have arisen through unusual circumstances that have created potential sources 
of error or omission. Unusual situations such as these are often of a transitory 
character making statistical measurement impracticable, and their relative 
significance varies in different years. 


Capitan Account 1927-1937 


Capital movements between Canada and other countries may be con- 
veniently grouped in four categories for purposes of broad analysis. Move- 
ments connected with the sale of new issues of Canadian securities in external 
markets and with the retirement of securities held abroad are closely related in 
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their general significance, providing as they do an indication of changes in 
Canada’s contractual habilities abroad as a result of such operations. Similarly, 
particular interest is directed to capital movements arising from the inter- 
national trade in outstanding securities, the volume of which is customarily very 
heavy. The international trade in securities is of special interest in studying 
short-term trends in capital movements because of its large volume and the 
sudden changes in direction. Important among these security transactions in 
earlier years were the new issues of foreign bonds sold in Canada by members 
of selling or underwriting syndicates. The changes in the external assets of 
the Canadian banks constitute another group of capital movements in which 
there is particular interest as some such changes, especially in the earlier years 
of the period shown, were closely related to monetary developments, while, 
customarily, fluctuations in external banking assets are among the factors 
acting to offset temporary changes in the balance of payments. The remaining 
capital movements shown as a group are possibly more amorphous in character. 
They are mainly the result of the activities of companies operating on an 
international scale such as insurance companies, Canadian companies with 
direct investments abroad and concerns in Canada owned or controlled in 
other countries, and they reflect both long-term and short-term transactions. 


As data on gross movements of capital between Canada and other coun- 
tries are less complete for the earlier years, it would be misleading to com- 
pare the total debits and credits on capital account during the period. Even 
in recent years, for purposes of simplicity, only the net movement is shown 
for the important item “ Net Capital Transactions of International Direct 
Investments, etc.,” although gross movements are very substantial. Then, for 
some types of short-term transactions the net changes in assets or liabilities are 
the only data available. For purposes of general analysis it is simpler to refer 
to the net movements in the principal capital items rather than the gross 
movements, although considerable detail on these is available in various 
tables in the report. It may suffice to remark that customarily gross capital 
movements are very heavy and unquestionably are the source of a large pro- 
portion of the dealings in foreign exchange between Canada and other countries. 


The Canadian capital account reveals net inward movements of capital 
to Canada in only three years (1929, 1980 and 1931) during the period under 
review. In all other years outflows of capital are shown on balance. The 
principal source of the inflow of capital in 1929 and 1930 was flotations of new 
Canadian issues in the United States. In the latter year net credits from new 
issues were extraordinarily large. Credits from the repatriation of Canadian 
banking assets abroad were also large in 1929, while other capital move- 
ments, those arising from insurance company transactions and direct invest- 
ments, contributed net credits in each year from 1929 to 1931. The counter- 
movement of capital in these three years for the purchase by Canadians of 
United States stocks and foreign bonds and for repurchases of Canadian securi- 
ties held abroad was on a smaller scale than in earlier years, when it more than 
offset substantial inflows from the sale of new issues and from banking assets 
and other capital movements. 


Growing outward movement of capital that reappeared in 19382 has been 
principally the result of large retirements of Canadian securities and the 
capital movements connected with international direct investments. The 
latter group was the main source of capital exported in 19382 along with a net 
outflow of capital arising from repurchases of Canadian securities. In 1933 
and later years the volume of retirements along with the virtual cessation of 
new capital flotations abroad produced very heavy outflows of capital, while 
outflows of capital resulting from the activities of international direct invest- 
ments and insurance companies also expanded rapidly. In some recent years 
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increases in Canadian banking assets abroad also contributed to the outflow 
of capital, while the international trade in securities generally gave rise to 
relatively small inflows of capital on balance. 


The general effect of the movement of capital upon the Canadian balance 
of international indebtedness during the period has been somewhat varied. 
The amount of the funded debt of Canada owned externally rose appreciably 
in the years up to and including 1930, with accompanying increases in the 
total annual liabilities for interest of Canadian borrowers, as is reflected in a 
rise in interest paid on Canadian bonds owned outside of Canada from $145-0 
million in 1926 to $180-1 million in 1931. This latter amount . excludes 
premiums paid on exchange. Subsequent retirements of externally owned 
bonds have reduced the annual interest burden to about $150-0 million in 
1937. Canadian investments in the United States and other countries rose 
rapidly in the years up to and including 1929 mainly through purchases of 
United States stocks and foreign bonds. While the total holdings of such 
securities have probably not changed greatly since then, there have been 
wide swings in the estimated receipts of interest and dividends by Canadians. 
The estimated interest and dividends received by Canadians on miscellaneous 
portfolio holdings of foreign stocks and bonds have fluctuated from $48-6 
million in 1929 to $22-4 million in 1933 and $43-4 million in 1937. The yield 
on Canadian direct investments abroad, however, has increased substantially, 
growing from an estimated $8-2 million in 1926 to $34:-8 million in 1937. 
While between 1926 and 1929 Canadian portfolio holdings of foreign securities 
were increasing, Canadian banking assets abroad were being reduced. It is 
more difficult to express statistically the effects upon international indebtedness 
of the very large outflows of capital in recent years connected with inter- 
national direct investments and insurance companies. In general, however, 
they have had the effect of reducing Canadian liabilities abroad or increasing 
Canadian assets abroad. 


In brief, the movement of capital between Canada and other countries 
between 1927 and 1987 has had the general effect of increasing both Canadian 
assets and liabilities abroad during the earlier years of the period, and, in 
later years, of reducing Canadian liabilities abroad and increasing Canadian 
assets abroad. The increase in Canadian investments abroad in the earlier 
years did not bring with it a rigid income, whereas the increase in foreign 
holdings of Canadian bonds during the same period did create growing liabili- 
ties for the payment of interest by Canadian borrowers. Reductions in con- 
tractual liabilities abroad in recent years have materially reduced the amount 
of interest payments on externally-held bonds, but during the same years 
dividends paid by companies in Canada owned and controlled abroad have 
grown, as a result of the large direct investment of capital in Canada before 
the depression and the growth in incomes accompanying recovery. 


CHAPTER XVI 


Sale of New Issues of Canadian Securities Abroad 


Capital raised through the sale of new issues of Canadian securities out- 
side of Canada has been the most important source of British and foreign 
investments in Canada. Imports of capital through these channels have been 
customarily large, although for a considerable period of years there also has 
been a substantial offsetting outflow of capital for the retirement of securities 
owned outside of Canada. In fact, in each year after 1932 the cutflow of 
capital connected with redemptions has exceeded the inflow of capital raised 
through the sale of new issues. In this chapter only one aspect of such move- 
ments will be dealt with, the inflow of capital from the sale of new issues abroad. 
The net annual outward movements and the related changes in the external 
indebtedness of Canadian governments, municipalities, and corporations will 
be appraised in the chapter on retirements which follows. 


International movements of capital from the sale of new securities in external 
capital markets provide one of the most clear-cut illustrations of international 
lending. The reasons for movements of this kind are apparent. Interest rates 
in the creditor countries are usually lower than in debtor countries. In the 
latter group of countries capital is scarce, while in the creditor countries the 
supply is relatively more abundant. Then opportunities for the investment 
of capital are likely to be greater in countries undergoing a rapid development. 


One aspect of international indebtedness arising from new flotations of 
securities abroad is its contractual character. Flotations abroad are usually 
the result of negotiations between debtor and creditor through the medium 
of an investment dealer. In most flotations in a foreign market the bonds are 
adapted to the requirements of the foreign market. For instance, they are 
almost always payable as to both interest and principal in the currency of the 
creditor. The final agreement is the result of negotiations between debtor 
and creditor and each party is presumably aware of the terms arrived at. 


International agreements of this kind necessarily depend upon stability in 
purchasing power and in exchange rates if injustice is not to be experienced 
by one party or the other. Of course internal loans are also subject to the 
effects of changes in the purchasing power of money. But international loans 
are open to the additional effects of variations in the rate of exchange between 
the currencies of the debtor and creditor countries. The terms of payment are 
at best a safeguard for one party against fluctuations in exchange. They rarely 
avoid the broader price effects of wide fluctuations in these conditions. 


The two principal external capital markets in which Canadian securities 
are sold are London and New York. The former market was the source of 
most of Canada’s capital imports before the Great War, while most Canadian 
external loans after the war were floated in New York. Each of these financial 
centres has a distinct background and practices of its own and a broad outline 
of the character of each, in the periods when Canadian borrowing was heavy, 
follows. 

Before the war most of the underwriting of foreign securities was done in 
London. The capital market there was organized for this type of financing 
and British issuing houses had acquired long experience with the capital issues 
of foreign borrowers. The issues of British governments and public authorities 
overseas had privileges under the Trustees Act that improved their borrowing 
power, and London was the leading source of capital for the Empire. Borrowers 
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have usually been governments, municipalities, and railways and other public 
utilities, there having been relatively few issues floated in London for industrial 
and commercial purposes. In this way the lending by London to overseas 
borrowers before the war was principally for investments in public undertakings 
and public utilities which facilitated the production of foodstuffs and raw 
materials consumed in Great Britain. Capital raised in London by Canada in 
this period also had this general character, government and railway issues 
constituting the bulk of the borrowing before the war. 


In England, with the exception of very large flotations, an issuing house 
usually underwrites the entire issue. In this respect the practice contrasts with 
that followed in New York, where a number of syndicates are often formed in 
connection with a single issue. The English underwriter markets the issue 
through retail distributors who are paid a definite commission and who are in 
touch with the investing public, the underwriters rarely distributing the issue 
themselves; whereas in the United States the underwriting houses often have 
facilities for marketing securities as well. Most Canadian securities floated in 
London hhave been taken by British and foreign investors, whereas in some 
flotations in the United States through mixed syndicates of Canadian and 
American firms substantial parts of the issues have been placed in Canada. 
The English practice with regard to the market price of the securities also 
contrasts with the American. If portions of an issue in London are unsub- 
scribed when originally offered the underwriting house is likely to hold them 
until the market is satisfactory, whereas in New York the syndicates usually 
have remained in existence for some time until the issues are finally distributed, 
in order to support the market if this is considered necessary. Efforts are 
therefore generally made to dispose of the securities as early as possible by 
canvassing the public, while in England the issues are advertised and the 
interested investors apply through their brokers. 


As is well known, the United States became an exporter of capital on a 
large scale after the war. The supply of capital available for the purchase of 
foreign securities was very large and the United States had substantial credit 
balances on current account making the export of capital possible. Interest 
rates on long term capital in New York reflected these conditions. Although 
international comparisons of interest rates are difficult to make, it would seem 
that generally it was cheaper for foreign borrowers to raise long term capital 
in New York than in London in the years following the war. This factor was 
probably the principal reason for the tendency for Canada to borrow in New 
York instead of London after the war. It should be also noted, that since 
1931 there have been various official restrictions upon public borrowing in 
London. 


The practices followed in the flotation of foreign securities in New York 
differ from those in London as has been already pointed out. Usually, syndicates 
of investment houses and banks are formed. Sometimes the originating syndicate 
that deals directly with the borrower sells the issue to another syndicate which 
in turn may lessen its financial responsibility by the formation of a syndicate 
of increased membership. Consequently, issues are frequently distributed to 
the public by a syndicate different from the originating group of houses, although 
most investment firms in New York have distributing departments of their own. 

One aspect of the flotation of Canadian securities in New York requires 
special attention as it gives rise to difficulties in estimating the amounts of 
new Canadian issues taken outside of Canada. In the flotation of many issues 
there have been mixed syndicates of Canadian and American dealers. Often 
some parts of the underwritten issues were placed in Canada by the Canadian 
firms. This was especially the case with issues which had the option of pay- 
ment in Canadian funds. 
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A description of the procedure and arrangements between joint syndicates 
of Canadian and United States dealers follows. 


“The arrangements between the houses in the two countries were of 
a very informal nature, though custom tended to stereotype the procedure. 
Once certain houses had worked together in tendering for and marketing 
an issue an account was opened which tended, except in unusual cir- 
cumstances, to bring the same houses together again to handle future 
issues for the same borrower. Nevertheless, the arrangement did not 
obligate any firm to continue in the account. If at the consultation 
arranging for the bidding price for the security the views of one firm 
could not be reconciled with those of the others, that firm was at liberty 
to withdraw. It is safe to say that the discussion almost invariably 
brought about general assent as to terms. 


“The associations between United States and Canadian houses 
developed gradually. It is known that certain Canadian firms had a 
Canadian staff in some of the United States houses to handle Canadian 
securities in the over-the-counter trade. In this way strong links with 
United States houses were formed. This arrangement later gave place 
to New York branches of the large Canadian investment dealers. More- 
over, it became necessary for United States houses to have branches in 
Canadian cities such as Montreal and Toronto, though since 1931 the 
number of these has diminished. When the New York market became 
the source of so much Canadian financing, the associations were developed 
further, though still informally, to meet the new situation. It became 
the custom for loans payable in both Canadian and New York funds to 
be handled ‘by a syndicate including both Canadian and United States 
houses. One firm either in Canada or the United States, though usually 
in the United States unless the United States share was small, became 
manager of the whole account. A sub-manager of the Canadian or 
United States group, as the case might be, was also appointed. This type 
of arrangement prevailed also in the Canadian participation in United 
States and foreign issues. . 


“In general it may be said that the bonds of Canadian govern- 
ments and municipalities, including guaranties by such borrowers, were 
disposed of by public tender, while industrial and utility corporation 
issues were arranged by negotiation... . 


“During the period of heavy flotation of Canadian issues in New 
York the following procedure, though subject to variations, was typical. 
A Provincial government desiring to raise a loan payable im Canadian 
and New York funds called for tenders. The investment house which 
happened to be the continuing manager of a particular group of houses 

a which had an informal arrangement for bidding together for issues 
of that particular borrower, would communicate with the other United 
States and Canadian investment firms who were members of the group, 
and set out the participations arranged for each member for the particular 
issue. The representatives from each of the member houses would then 
meet to determine what the group would bid for the issue. Similarly 
other groups of houses would agree on a bid. 


“In large issues the originating group, having purchased an issue, 
might be desirous of distributing the financial responsibility involved by 
the formation of a banking syndicate of slightly increased membership. 
The members of the banking syndicate would then form a selling group 
which would in turn accept a commitment, thus still further reducing 
the financial liability of the members of the originating group. 
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“The selling terms were set out in detail in a letter to selling group 
members. The highest price was the retail selling price; the lowest was 
that at which the member of the selling group bought bonds from the 
originating or banking group. Purchasers of very large amounts received 
a concession off the retail price. Usually there was also included a list 
of exempted institutions, which would be specially canvassed by banking 
group or originating group. | 

“Following is an example of the actual offering terms in Canada for 
a Canadian-United States issue:— 


Reta pricey. PO). uaa A A, See A ee CTE ORS 
Price to dealers... Leen displ hisne ct eges eae? . 97.75 
Price to purchasers of $25, 000 to $240,000. Ts, OR SR EEG irene 97.75 
Price to purchasers of $250,000 ea 98. 4 RR RIVA ICN RITE We i ai 97 .50 
Price to selling group.. . Ly SR MP aed ade hh Crue ie Mm eek 2: 97 .25 
Price to exempted institutions.. .. .. oNbboa Nie 97 .25 


“The procedure for marketing Noaper aed peeiHiine was substantially 
the same, except for the fact that due to the complex character of various 
industrial credits and the wide range of variation which is possible under 
the terms of corporation securities, as compared with the more or less 
stereotyped form of securities issued by public borrowers, the issues made 
by corporations were usually effected by negotiations with the under- 
writing house, rather than by public tender. In the case of a corporation 
issue, one large firm might purchase the issue and form a banking syndi- 
cate of which it would be a member also. This banking syndicate would 
purchase the bonds at some advance in price, and then form a selling 
group, of which firms in the banking syndicate would also be members. 
This selling group would purchase the bonds from the banking group 
at another advance in price. In this way, the lability was gradually 
split and distributed, and the various firms compensated in proportion 
to their interest in the account.”* 


Mention should also be made of recent legislative developments in the 
United States affecting the sale of foreign securities in that country. In this 
legislation were the following acts: the Banking Act of 1983 which severs the 
connection between commercial banks and their security ‘‘affiliates,” the Johnson 
Act, the Securities Act of 1933, and the Securities Exchange Act of 1934. As 
a result of the two security acts, more public regulation of the capital markets 
in the United States has been developed. For example, borrowers selling securi- 
ties publicly in the United States are required to file very complete registration 
statements setting forth relevant facts, and hability for the accuracy of data 
attaches to various of the parties concerned. 


SouRCES OF STATISTICAL DATA 


Statistics on the amounts of new issues originally sold abroad are at best. 
rather arbitrary approximations in many cases. Some of the difficulties besetting 
the statistician have already been indicated in the case of optional payment 
issues which have been underwritten jointly by United States and Canadian 
houses. There are unescapable difficulties inherent in obtaining the original 
distribution of ownership of many issues. The determination of what stage 
in the underwriting and distribution of an issue should be regarded as the point 
representing original distribution is itself a problem. Considering the relation- 
ship between statistics in the capital account in recent years representing sales 
of new issues abroad and sales and purchases of outstanding securities, the most 
satisfactory point at which the ownership of a new flotation should be taken 
is that stage in the underwriting immediately after the wholesale distribution. 


*Marshall, Southard and Taylor, Canadian-American Industry (the Ryerson Press, Toronto, 1936), pp. 165-168. 
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In this way international capital movements and changes in ownership arising 
from retail distribution or from subsequent buying or selling are accounted 
for through the statistics of the trade in outstanding securities. 


In compiling statistics of new issues, especially in the early years of the 
period covered, it has been necessary to rely for the most part upon data avail- 
able from various external secondary sources. Often the estimates of the dis- 
tribution of sale of issues published by different authorities have disagreed. 
It has, therefore, been necessary in compiling data for the Canadian balance 
of payments to select the amount considered most accurate. Among the sources 
employed in the compilation of statistics of new issues have been the following:— 


(1) “Handbook of American Underwriting of Foreign Securities’? published 
by the Bureau of Foreign and Domestic Commerce of the United States 
Department of Commerce. 


(2) “The Stock Exchange Official Year Book” published annually by Thomas 
Skinner and Co., Old Broad Street, London. 

(3) Reports of brokers and investment bankers. 

(4) News items and compilations appearing in financial periodicals. 

5) Correspondence with borrowers. Many corporations supply estimates 
of the amount of issues held abroad. Municipalities with registered 
stock also furnish information on the amounts of issues held abroad. 


(6) In recent years, correspondence with heads of syndicates. 
(7) The fact that an issue is payable without: option in sterling or in a 
foreign currency. 


Statistics shown in Table 16 have been compiled at the par values and 
in Canadian dollars. When entered in the capital account of the balance of 
payments, adjustments have been made in the aggregate to allow for premiums 
or discounts at which issues have been sold. Commissions and other costs of 
flotations abroad not already included in calculating the proceeds of the 
issue received by the borrower are also taken account of. There is an 
arbitrary element to the net discounts and commissions calculated, particularly 
in the early years, as the relevant details for the adjustment have not been 
available for all issues. Another arbitrary element enters the statistics in the 
case of some corporation issues. This affects the year in which some issues are 
included. For some corporations, due to the lack of published information, 
investment data have been calculated only for the ends of corporation fiscal years, 
which do not always coincide with calendar years. Hence it has been necessary 
to adjust arbitrarily data regarding certain new issues to make them conform 
with calendar years. Such arbitrary adjustments have been retained in statis- 
tics of new issues. 


New issues of bonds resulting from corporation reorganizations have been 
excluded from the statistics when they are the result of conversions of bonds 
or stocks already outstanding and held abroad. However, if a new issue 
connected with a reorganization is floated in a foreign market and the proceeds 
are used to retire another issue, the new securities are treated as a new issue 
in the accompanying statistics. Some corporation issues held abroad and pri- 
vately refinanced abroad by a new issue have not been included in the statis- 
tics of new issues. 


ANALYSIS OF STATISTICS 


The most pronounced characteristics of the data on new issues shown in 
Table 16 are the heavy concentration in the years from 1927 to 1931 and the 
predominance of new flotations in the New York market in all years, except 
in 1983 and 1934 when new issues in London were greater than in New 
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York. Changes in the tendency for the different borrowers to float issues 
abroad during the period are also noteworthy although the significance of 
flotations abroad may be appreciated fully only when data on retirements 
shown in the following chapter are also considered. 

During the period under review new issues of Canadian securities sold 
abroad have displayed characteristics generally evident for periods of varying 
duration. Thus in the three years 1927, 1928 and 1929, the borrowings of 
provincial governments, steam railways and other utilities and corporations 
constituted the principal part of the total new issues. Dominion Government 
and municipal flotations abroad were relatively light in the same three years. 
A large part of the external borrowing in those years was by private enter- 
prises and many corporations acquired foreign liabilities either in this way or 
through the sale of optional payment bonds in Canada. 

The heaviest borrowing took place in the year 1980 when new issues taken 
outside of Canada totalled $419-3 million compared with $312-8 million in the 
preceding year. A large Dominion Government issue in New York contributed 
to this larger total, but in 1930 heavier borrowing also characterized provincial 
and municipal government flotations and also unguaranteed railway issues. 
At the same time the amount of other corporation issues sold abroad remained 
substantial. The cumulative result was that 1930 represents the peak in sales 
of new issues of Canadian bonds abroad in the post-war period. In this con- 
nection it is interesting to note that total new foreign issues sold in the United 
States in 1930 were higher than in 1929, but lower than in each year of the 
period from 1924 to 1928, according to United States Department of Commerce 
statistics. New issues of Canadian securities abroad in 1931 dropped to 
about half the amount recorded in 1930. The largest contractions were in 
Dominion Government and corporation issues, as provincial, municipal and 
guaranteed railway issues remained high in 19381. 

During the years of heavy borrowing new issue figures by themselves 
are somewhat misleading as an indication of the amount of new capital 


raised abroad. In each year retirements of issues owned abroad have offset. 


large amounts of the total new issues sold, and consequently to a considerable 
extent new issues have been, in effect at least, associated with refinancing 
operations. Nevertheless, each year between 1927 and 1932 there were on 
balance imports of capital arising from new issue and retirement operations. 
This was especially so in the case of corporations and, in some years, of steam 
railways. Net borrowing by provinces abroad was usually considerably less 
than the total of new issues of provincial governments would suggest. In con- 
trast to the other borrowers, the Dominion Government was retiring bonds 
owned abroad each year up to 1930, when the large issue in New York was 
floated partly to provide funds for bonds maturing in that market early in 
1931. 


New issues outside of Canada after 1931 have been relatively light and 
have been exceeded each year by retirements. This tendency for retirements 
to exceed new issues does not apply to every group of borrowers. New capital 
raised abroad through the sale of new issues has been practically limited to 
that arising from the flotations of the Dominion Government. Even in most 
of these cases there have been direct obligations of the Dominion Government 
falling due abroad, and, to some extent, the redemption of some externally 
owned Canadian National issues guaranteed by the Dominion has been financed 
by direct issues of the Dominion, sometimes sold in New York. New issues 
abroad in recent years of borrowers other than the Dominion, have been for 
the most part connected with refinancing. 


With regard to the markets in which issues have been floated, most issues 
have been sold in the United States during the period being examined. As 
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has already been pointed out, the United States was the principal source of 
capital raised through external flotations after the war. It will be noted, how- 
ever, that in some years flotations in London have been substantial. They have 
not been made consistently by any one borrower or group of borrowers. In only 
two years during the period, viz., 1933 and 1934, have new issues sold in London 
exceeded retirements there. In both years new sterling issues of the Dominion 
Government accounted for the new inflow of capital. In pre-depression years a 
stiffening of interest rates in New York in 1928 and 1929 may have been an 
influence in diverting some borrowing to London. 


The general significance to the Canadian economy of the heavy inflow 
of capital through the sale of new issues abroad, which, in the period under 
review, was concentrated in the four years from 1927 to 1930, has various 
aspects. As already indicated, the net inflow of capital was principally connected 
with the sale of provincial issues and of steam railway and other corporation 
issues. Companies developing hydro-electric power sites were particularly im- 
portant among the corporation borrowers, although other utilities, newsprint and 
other industrial producers also raised large amounts of capital in the United 
States. Much of the capital was therefore employed for the development of 
the productive resources of Canada, and during the period of investment the 
stimulating effect of the transfers of purchasing power was experienced. But 
during these years apparently there were large supplies of capital available 
in Canada, as the estimated net outflow of Canadian capital up to 1929 
was very large. By floating bond issues in the United States at relatively high 
rates of interest, many of the various governments and corporations increased 
their own external liabilities as well as the external payments to be met by 
the Canadian economy as a whole. But it should be noted that, along with this 
increase in external payments, there has been an increase in the developed 
productive resources of Canada although to some extent this development 
has been due to foreign direct investments in “equity” securities as well as to 
the sale of bonds outside of Canada. 


CHAPTER XVII 


Redemption of Canadian Securities Owned Abroad 


When the large total of outstanding funded debt in Canada is considered, 
it is to be expected that the volume of retirements in some years would be 
substantial. This is especially so in recent years in the case of bond issues 
originally sold in foreign markets, as most of this indebtedness has now been 
outstanding for a period of years, with the result that there are customarily a 
considerable number of issues that either fall due for retirement or may be 
called for redemption should conditions be favourable. 


Circumstances connected with redemption operations vary althoush the 
distinctions are not always very clear-cut. Among the different types of redemp- 
tion are maturities, serial, instalment and annuity payments, sinking fund 
operations, calls of issues either in whole or in part, and repurchases in the 
open market. Bonds repatriated by borrowers through purchases in the market 
as well as some sinking fund purchases are recorded in the trade in outstanding 
securities, if the purchases are executed through brokers, dealers, banks, etc. 
in Canada. But sinking fund purchases by fiscal agents abroad are not recorded 
in the trade in securities and are therefore properly included in the retirements 
item. Repurchases of bonds in foreign markets by borrowers directly through 
brokers, etc. located abroad also belong to the retirements item. 

Perhaps the most logical division that may be made in retirements to 
bring out their significance to the balance of payments is that between con- 
tractual payments of principal like maturities, and voluntary retirements such 
as issues called for redemption. In practice it is difficult to make this division 


statistically. The contractual or voluntary aspects are not always the same 


for the different types of redemption. Nevertheless, for purposes of discussion 
these broad distinctions exist. 


Contractual payments of principal will generally include maturities, sinking 
fund provisions, and serial, instalment and annuity payments. Some of these 
payments are more contractual and obligatory than others, although usually 
they are all contracts in which definite pre-determined obligations of the bor- 
rower fall due on certain dates. There are instances, however, where in practice 
a certain amount of flexibility is permitted in such types of obligation as sinking 
funds. But, in general, there is a group of principal payments, such as maturi- 
ties, sinking fund requirements and other contractual payments falling due each 
year, which are determined in advance by the original contract. 

Voluntary redemptions are limited to issues where the option of repayment 
rests with the borrower, as in the case of callable issues, and to repurchases in 
the market when the borrower retires part or the whole of an issue by purchase 
at the market price. The degree to which borrowers take advantage of oppor- 
tunities to redeem indebtedness depends upon many factors. Cash balances may 
be available for redemption or the credit of the borrower and general money 
market conditions may make refinancing desirable, or some external factor may 
make retirement profitable. For instance, the price of the currency of the 
creditor country in terms of the currency of the borrower may provide circum- 
stances favourable for retirement of bonds owned abroad. The general level of 
interest rates in Canada in relation to interest rates elsewhere and to the cost 
of servicing outstanding issues is also taken into account when borrowers choose 
to refinance external indebtedness by means of borrowing in Canada. 

Retirements, whether contractual or voluntary, must be met either by cash 
payments or by refinancing arrangements. The latter may be in the form 
of refunding issues or conversions. Refinancing by means of refunding issues 
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implies the sale of a new issue or issues of bonds, and for the balance of pay- 
ments there is of course significance in whether the new issues were sold in 
Canada or abroad. Conversions in the more limited sense are essentially 
exchanges of old securities for new, and may be either voluntary or obligatory. 
In the case of conversions there is less possibility of a change in the nationality 
of the ownership of the original issue. It is very difficult to classify retirements 
according to whether or not they reflect. external refinancing operations. Often 
a difference between the date of maturity of old issues and the date of sale of 
new issues introduces doubts as to the true nature of an operation. The differ- 
ence between the new issues and retirements of any group of borrowers during 
any year, as shown in Table 18, provides a valuable indication, however, of the 
extent to which new capital is being raised abroad or outstanding indebtedness 
abroad is being paid off by means either of surplus balances or funds obtained 
from refinancing in Canada. 


Retirements of Canadian securities owned abroad have particular signifi- 
cance for the capital account of the Canadian balance of payments. As already 
noted, the large volume of funded debt owned abroad customarily gives rise to 
contractual payments of principal each year of considerable proporticns which 
may be augmented by voluntary retirements. The total volume of retirements 
may fluctuate widely from year to year, and in so far as they are not refinanced 
by new issues sold abroad the necessary foreign exchange must originate either 
from surplus credits, from current account transactions or from imports of 
capital. 

Wide fluctuations in the volume of retirements from year to year are due to 
two factors, viz., to changes in the amounts of issues falling due each year, and 
to variations in the tendency to make voluntary repayments of principal. The 
changes in the total issues falling due are matters of chance resulting from 
circumstances connected with the original sale of the issues. New issues of 
bonds are usually offered for terms of years in multiples of five years, especially 
in the case of the longer term issues. As sales of new issues abroad have often 
been concentrated in certain periods, it is to be expected that the resulting 
maturities will group larger in some years than in others in so far as the new 
issues were for common periods of years. Changes in the total amounts of bonds 
voluntarily retired, as has been noted, depend to a large extent upon financial 
conditions such as the balance of payments and the state of internal money 
markets. 

This relation of voluntary retirements to the balance of payments has some 
interesting implications. There is less possibility, for instance, of an issue of 
Canadian bonds payable in United States currency being called or repurchased 
when the Canadian dollar is at a discount than there is when it is at a premium. 
In so far as this is the case, then, there is a tendency for the volume of voluntary 
retirements to be automatically adjusted to the general condition of the Cana- 
dian balance of payments. Of course the cost of raising capital in Canada in 
relation to the cost of servicing the called issues or to refinancing in a foreign 
market is also an important factor influencing the volume of voluntary retire- 
ments. But in this respect, too, there is usually more possibility of such con- 
ditions favourable for refinancing being present when the Canadian dollar is 
strong than when it is depreciated. 


NoreEs on StatisTicaAL DATA 


The general method of compiling the statistics on total and net retirements 
shown in Tables 17 to 21 must be outlined to clarify the nature of the informa- 
tion presented. The retirements shown in the tables have been obtained from 
the bond records showing geographical distribution of ownership. In the case 
of government bonds, other than municipal registered stock, this has been 
assumed to be the same as at the time of flotation. More recent information is 
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available in the records for most corporation bonds and for municipal 
registered stock. For example, at the end of 1936 the distribution of ownership 
of 72 per cent of the total amount of corporation bonds outstanding, exclusive 
of railways, was obtained from the issuing company, distribution of 10 per cent 
of the total was obtained partly from the company and partly from other sources, 
while distribution of 18 per cent was obtained entirely from other sources. It 
is probable that the above percentages apply generally to the retirements in the 
years under consideration as well. 


The dates of retirements used in compiling the tables do not always exactly 
coincide with the calendar years. In many instances, books of governments 
and corporations show a decrease in the amount outstanding from year to year 
of an issue due to mature in a subsequent year without showing the month in 
which such retirements occurred. If the fiscal year in these cases is other than 
the calendar year, a retirement made in one calendar year may unavoidably 
be entered in the records as occurring in the preceding or the succeeding 
calendar year. 


In the case of final maturities of corporation bonds shown in the tables, 
there is also the possibility that some retirements will be entered in a year 
adjacent to the calendar year of maturity. This is due to the fact that the 
detailed data on new issues and retirements are derived from data on annual 
outstanding indebtedness of corporations, some of which are available only for 
ends of fiscal years. The item of retirements in the capital account of the 
annual balance of payments statement has, in recent years, included data 
adjusted to conform with the calendar years which the statements cover. 


In the tables figures for retirements have been taken at the par values in 
most cases; although in the case of corporation bonds paid off at a large dis- 
count the amounts received by the bondholders have been used, and in extreme 
cases where bondholders have received nothing on or after maturity no retire- 
ment has been recorded. Retirements have been valued in Canadian dollars 
at the par rate of exchange, no allowance being made in the detailed tables 
for purchases of foreign exchange at a premium or a discount. Purchases for 
inclusion in sinking funds of government issues owned abroad have been taken 
only in the case of issues repurchased by issuing governments. It is probable 
that most purchases of other issues for sinking funds are executed through 
dealers, brokers, banks, etc., in Canada and reported in the statistics of the 
international trade in securities. 


It should be emphasized that the amounts entered in the capital account of 
the balance of payments are not the same as the total retirements shown in the 
detailed tables of retirements. The reason for this is that the amounts in the 
capital account are selected to represent as closely as possible the movement of 
funds during the year, while the statistics in the tables are not always coincident 
with such amounts as they are directly derived from the records of international 
indebtedness. The amounts in the capital account, for example, include pre- 
miums on issues redeemed at a higher price than par. Then, too, since 1934 
the item of retirements of the capital account has also included an estimate of 
the net premium or discount arising from payments of principal in sterling or in 
United States dollars. Prior to 1934 such amounts were included in a special 
item of the current account, along with comparable amounts arising from interest 
payments in foreign currencies. Then, as has been described above, the detailed 
records of retirements are, for a great many issues, based of necessity upon the 
original distribution. Whenever possible in recent years the amount actually 
paid to bondholders residing abroad has been substituted for the original dis- 
tribution of the issues. As such information, if available at all, usually is obtain- 
able only at the time of retirement, it is obviously not practicable to change 


REDEMPTION OF CANADIAN SECURITIES OWNED ABROAD 121 


the records of international indebtedness in previous years to conform with the 
distribution at the time of retirement. In fact, in the case of issues in which 
there is much short-term trading close to maturity, the distribution of ownership 
is likely to change considerably in the period just preceding the date of redemp- 
tion. When this is the case the amount owned abroad at the time of retirement 
is not likely to be a very close indication of the external ownership in earlier 
years, although it does measure the capital movement connected with the 
redemption. Short-term movements of capital arising from international trad- 
ing in the issue prior to redemption will of course be reflected in the statistics of 
sales and purchases of outstanding securities. Another reason for differences 
appearing in recent years in the item of retirements in the capital account is 
due to the adjustment of corporation retirements to conform with the calendar 
year statements of the balance of payments. As explained above, there is a 
slightly arbitrary element in the dates at which investment data are shown, which 
is unavoidable because of the lack of complete information available in the 
published statements of some corporations. Difficulties arising from the lack 
of coincidence between the dates of retirements and of the accompanying move- 
ments of funds also occasion special treatment. For instance, retirements paid off 
early in January may have given rise to movements of funds in the preceding 
year. When this is known to have been the case the retirements are placed in 
the capital account of the year in which the funds were remitted, unless the 
amounts deposited abroad, in anticipation of the retirement, are reflected in the 
banking statistics entered in the capital account. 


ANALYSIS OF TABLES 17-21 


Since in each year from 1933 to 1937 retirements of Canadian bonds owned 
outside Canada have exceeded the amount of new issues sold abroad, it is in 
this five-year period that most of the interest in retirements is concentrated. 
Nevertheless, retirements in the earlier years also merit attention, for in each 
year of the eleven year period covered by the statistical tables total retirements 
have been substantial, the annual total never being less than the $96.8 million 
traced for 1930. The existence of such heavy retirements during the years when 
total sales of new Canadian issues abroad were especially large suggests the 
extent to which the large sales of new issues abroad before 1932 were in effect 
connected with the refinancing of existing external indebtedness. For, although 
there are special difficulties in the way of compiling statistics to show the 
refinancing of individual borrowers, from the national point of view there is 
significance in the extent to which total retirements of Canadian securities 
owned abroad offset total sales of new issues abroad. It indicates the way in 
which the external indebtedness of the Canadian economy is changing as a 
result of the new issue and redemption operations of the issuing governments 
and corporations. At the same time, of course, the positions of the individual 
borrowers may be altering in different directions. In the chapter on New Issues, 
the net inflows of capital arising from the sale of new issues abroad have already 
been discussed. Attention in this analysis to retirements during the years be- 
tween 1927 and 1932 when Canada was importing capital on balance through the 
sale of new issues will be limited to those instances in which borrowers or groups 
of borrowers were retiring indebtedness abroad on balance. 


Thus, each year between 1927 and 1932 there were net outflows of capital 
to the United Kingdom arising from excesses of retirements of Canadian bonds 
owned there over sales of new issues in that market. This situation was charac- 
teristic of the position of most groups of borrowers in varying degrees during 
the period. Each year the Dominion Government acquired some of its sterling 
bonds for sinking funds. Provincial governments also reduced their sterling 
liabilities as a group, in most years, although sales of new issues in London 
in 1928 and 1932 were greater than retirements. There were also small retire- 
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ments of provincial bonds originally sold in France. Municipal governments 
as a whole reduced their indebtedness in the United Kingdom between 1927 and 
1932, as also did Canadian railway companies, although the sale of guaranteed 
railway bonds in London in 1927 is a notable exception to this tendency. Other 
Canadian corporations also reduced the amount of their outstanding bonds 
owned in the United Kingdom during this period, with the exception of the 
years 1929 and 1930. 

Although between 1927 and 1932 total new issues in the United States 
exceeded retirements, there were years in which some borrowers were retiring 
indebtedness in the United States on balance. Notable among these was the 
Dominion Government which redeemed bonds owned in the United States in 
1928, 1929 and 1931, although with regard to the latter year it should be noted 
that the new issue in New York in 1930 was partly for the purpose of meeting 
retirements in that market in 1931. Provincial governments and municipalities 
redeemed indebtedness in the United States on balance in 1982, as did also the 
steam railways, while other corporations did similarly in 1931 as well as in 1932. 


In the period from 1933 to 1987, the five years when net retirements of 
Canadian bonds were especially pronounced, all groups of borrowers reduced 
net indebtedness abroad with the exception of the Dominion Government in 
relation to its direct debt. In the case of the latter the indirect guaranteed 
obligations abroad have been reduced even more. The result of the redemption 
operations during the five years has been a net reduction of approximately 
$447 million in the amount of Canadian bonds owned outside of Canada. The 
net outflow of capital associated with the redemptions has been even greater, 
being estimated at about $490 million. This outflow of capital recorded in the 
capital account is greater than the reduction in outstanding debt held abroad, 
for various reasons, as has already been pointed out in the Notes on Statistical 
Data. Chief among these reasons are the facts that new issues shown in Table 
16 are at par values and that the detailed statistics of retirements shown in 
Tables 17-21 do not incorporate various adjustments to make them conform more 
closely to the movements of capital involved. Almost all of the $447 million re- 
duction in indebtedness has been in the retirement of bonds believed to be held 
in the United States. The net retirement of bonds held in the United States is 
estimated at $429 million compared with a reduction of only about $16 million 
estimated as held in the United Kingdom. Retirements of bonds originally 
sold in or known to be held in other overseas countries have been relatively 
negligible. 

Statement X XXII shows the net retirements of bonds of the various groups 
of borrowers during the five years 1933 to 1987. 


XXXII. NET NEWISSUES (+) OR NET RETIREMENTS (—) OF CANADIAN SECURITIES 
ESTIMATED AS OWNED IN THE UNITED STATES AND THE UNITED 
KINGDOM, FIVE YEARS, 1933-1937 


(In millions of dollars) 


Issues Issues 
Issuers of Securities Owned in Owned in 

United United 

Kingdom States 

PQOWMIDIGN PEL Fgh sis sh De OO PIE NEO OUR. NS Manse Oar ee or tie TD Nahe Coe + 93-3 + 49.7 
PROVINCIAL bees tak eA ic Le IN ta a rear Re POG ae em — 21-6 — 87-3 
IS Aes C0) (6 1 A ciel uA me en EURU Ms uh 4 i i  a I Ak Racn Soa Ge al — 16-7 — 59-4 
Steamy Railways (Giiaranteed ) 158 oa ee, CEN ee Rec — 23-2 — 142-0 
Steam uRailwases( Waouarantege) alan! egeueunirs dyad A tpeaeae tease eas — 7-7 — 63-0 
Other: COrporagionge. clo eee OTe ee GLa ee la ete ae ean — 40-6 —127-1 
fey oh A OR RET Se UNRTY (ONPUNEREG 17 dcagmpa re ey Amp (4S SATE — 16-5 —429-1 


1 Includes Direct and Indirect issues exclusive of steam railway guarantees. 
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When it is noted that net retirements of guaranteed railway issues totalled 
$165:2 million and that almost all of these were issues guaranteed by the 
Dominion Government, it appears that the net increase in the direct debt of 
the Dominion through new issues abroad was more than offset by the net 
reduction in the guaranteed steam railway issues owned abroad. All groups of 
borrowers therefore reduced their net indebtedness abroad through redemption 
operations during the five-year period between 1933 and 1937. 


While most of the net retirements have been in securities owned in the 
United States, the redemptions by most borrowers of issues owned in the 
United Kingdom have also been substantial. The net redemptions of provincial, 
municipal and corporation issues held in the United Kingdom were greater in 
total than the net increase in Dominion Government bonds held in the United 
iXKingdom arising from the sale of two issues in London in 1933 and 1934. 


For the three years in which the concentrations of net retirements have 
been heaviest, 1935, 1936 and 1937, tables are shown (19, 20 and 21 respectively) 
in which analysis is made of the circumstances connected with the redemptions. 
Of special interest is the flexibility in the voluntary retirements as revealed by 
the amounts of issues owned abroad which were called for redemption. Although 
calls in each of the three years were substantial, they were heaviest in 1935, 
amounting to $108-9 million, most of which were Canadian National Railway 
issues guaranteed by the Dominion Government. In 1936 in contrast, most of 
the $71-4 million owned abroad of issues which were called in that year were 
bonds of other corporations as was the principal part of the $56-8 million owned 
abroad and called in 1937. Most of the issues called for redemption during the 
three years and owned outside of Canada were held in the United States. It 
should be pointed out, however, that the borrowers would not always buy United 
States funds in connection with these and other redemptions, since many of the 
issues were payable, at the option of the holder of the bonds, in Canadian 
funds or sterling. 


Maturities, although of varying proportions, represented the largest part 
of the total retirements in each year, being $109-5, $149-2 and $89-6 million 
respectively for the years 1935, 1936 and 1937. As a consequence, total retire- 
ments in 1935 and 1936 were at about the same level, as larger amounts called 
in 1935 offset the smaller total of maturities in that year. Serial payments of 
about $15 million in each of the three years represent only a small proportion 
of the total retirements and are, for the most part, payable on issues originally 
floated in the United States. Retirements under other circumstances have 
likewise been of relatively small and fairly constant proportions. Sinking fund 
purchases by issuing organizations, and also repurchases of securities abroad 
by issuing organizations, constitute an important part of this group. 


XXXIII. NET NEWISSUES (+) OR NET RETIREMENTS (—) OF CANADIAN SECURITIES 
ESTIMATED OWNED OUTSIDE OF CANADA, ELEVEN YEARS 1927-1937 
(In millions of dollars) 


Total Issues Issued Owned | Issues Owned 


Issuers of Securities Owned Outside in United in United 
of Canada Kingdom States 

PGES Vit ee ego Foie 5 PR h os oo Meme nee +197-9 + 71-7 +126-2 
POR eee re Bote ied ia ailae (i's pr la a + 78-4 — 12-6 + 92-8 
BLT GP CoE ARNG BCS Sls 0 ae Ae aa nee ein PAN! AC, A — 32-7 — 43-8 + 11-1 
Steam Railways (Guaranteed )...3..026.. 06 0) deca os + 17-4 — 15-8 + 33-2 
Steam Railways (Unguaranteed)..................055 — 25-8 — 62-7 + 36-9 
Other Corporations.......... TS UME Gay eas aioe SENS, + 43-5 — 54-5 +102-5 


PA he oI eR gee ome eines fs one aj ge +278-7 —117-7 +402-7 


1 Includes direct and indirect issues exclusive of steam railway guarantees. 
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During the eleven-year period shown in Statement XXXIII Canada has 
increased its foreign liabilities abroad by $278-7 million as a net result of 
new issues and retirements of Canadian securities (mostly bonds) owned abroad. 
As a contrast with this net result from the total operations there was on balance 
a retirement of about $118 million of securities owned in the United Kingdom, 
while new issues in the United States exceeded retirements by over $400 million. 


With the exception of the Dominion Government, all groups of borrowers 
retired securities owned in the United Kingdom, while all groups raised new 
capital, on balance, in United States markets during the period. The only two 
groups of borrowers reducing their net external indebtedness, through the 
effect of retirements, were municipalities and steam railways, the net retirement 
of unguaranteed issues of the latter group exceeding the net new issues of 
guaranteed securities. The sale of new issues of Dominion and provincial gov- 
ernment bonds outside of Canada constituted the principal part of the $278-7 
million total of net sales of new issues abroad by Canadian borrowers. 


One of the most important effects of the retirements of bonds held abroad 
has been the decline in interest paid by Canada to creditors in other countries. 
Interest paid to other countries, exclusive of premiums or discounts resulting 
from foreign exchange fluctuations, has declined from $180-1 million in 1931 
to $150-0 million in 1937, as is shown in the chapter on interest and dividends. 
The retirement of securities owned abroad was the principal factor effecting 
this reduction. Consequently, annual contractual liabilities for interest have 
been substantially reduced. As the outstanding indebtedness of some groups of 
borrowers has also been reduced, potential future retirements are also lower 
by the amount of the decline in the external indebtedness of those groups. In 
the case of retirements of debt of corporations in which there are external 
shareholders, it should be noted that refinancing at lower interest rates in 
Canada will presumably leave more corporate income available for disburse- 
ment as dividends to shareholders outside of Canada. In general the effect of 
the heavy retirements of externally-owned bonds of Canadian governments 
and corporations has been to reduce rigid contractual payments abroad, and 
probably only to a limited extent has it led to some expansion in the more 
flexible returns on capital, such as dividends. 


In certain cases large voluntary retirements of bonds have had the effect 
of increasing contractual payments of principal in succeeding years if the sinking 
fund provisions of the remaining bonds are related to the amount of interest on 
the bonds redeemed. ‘The proportion of bonds with this type of provision to 
the total funded debt outstanding is diminishing, however, and in any case the 
contractual payments created in this way will reduce the amounts to be met 
at maturity. 


CHAPTER XVIII 


International Trade in Outstanding Securities 


In the Canadian balance of payments the international trade in outstand- 
ing securities reflects a group of capital movements of prime importance. 
For the most part, these are transactions executed on stock exchanges or in 
over-the-counter bond markets and customarily represent a substantial pro- 
portion of the transactions on Canadian stock exchanges. 


This trade in securities has characteristics distinguishing it from other types 
of capital movement. Perhaps the most important feature is that the transactions 
are not, generally, the result of negotiations between debtor and creditor, as is, 
for instance, the underwriting of new Canadian issues in external capital mar- 
kets. In contrast they usually represent transactions between creditors in which 
the nationality of the ownership is changed without any action on the part of 
the debtor or original issuer of the securities. Usually they are the result of a 
variety of motives which are created by changing and transitory circumstances. 
It is apparent then that these transactions are complex in their origins and have 
special theoretical implications and involved and unpredictable effects upon the 
balance of payments. Some of these factors will be revealed and clarified by 
the following description and observation of the trade recorded since 1933. 


Influences stimulating the growth in the international trade in securities 
in recent decades are not peculiar to Canada, although the proximity between 
the Canadian markets and New York has been an important factor in the trade 
between Canada and the United States. Developments in modern communi- 
cations have assisted in making many securities international or at least subject 
to international trading influences. The widespread operations of some com- 
panies have also stimulated international interest in their securities, and the 
tendency for some investors to diversify stock investments has extended the 
interests of investors internationally. Many Canadian bonds have options of 
payment in different currencies, which feature has special attractions for inter- 
national investors. Such bonds are essentially international securities and 
trading in them is subject to a wide range of influences. 


There are numerous well established channels for international trading in 
securities. Many of the brokerage firms which are members of the Canadian 
stock exchanges have facilities for trading on the New York Stock Exchange. 
A smaller number provide trading facilities on the London and continental 
stock exchanges. A few firms maintain branch offices in New York and London 
and even in Continental Europe. A larger number of Canadian brokers have 
correspondents in New York and wire connections with firms there. There 
are also United States brokerage houses with branch offices in the 
principal Canadian cities, which execute a _ considerable volume _ of 
the Canadian transactions in United States securities. Besides the 
Canadian stock brokerage houses which are members of the stock exchanges, 
there is the important group of security dealers specializing in bonds and 
debentures, most of whom belong to the Investment Dealers’ Association of 
Canada. These dealers vary in the range of their activities. Some are security 
underwriters as well as dealers, while the function of others is limited to that 
of dealers. With the exception of a few investment houses with branches outside 
of Canada, the contact of most with outside financial markets is through corres- 
pondents in New York or London. The Canadian chartered banks also provide 
channels through which international transactions in securities may be executed. 
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At the end of 1937 there were 143 branches or agencies of Canadian banks lo- 
cated in other countries. These in themselves give rise to contacts between 
Canada and other countries and, as a result, transactions may be executed for 
customers; but in addition to such transactions there ‘are those on account of 
the banks themselves in connection with their external assets. 


In developing a record for the Canadian balance of payments of these 
international security transactions, the entire range of agencies engaged in this 
trade had to be covered. Fortunately, through the co-operation of the Canadian 
Bankers’ Association, the Investment Dealers’ Association and the principal 
stock exchanges in Canada it has been possible to secure monthly reports from 
these organizations consolidating the trade of their individual members. This 
has reduced the number of reports that must be received directly from individual 
firms each month. But, in addition to the above organizations which report 
for their members, there are the Canadian branches of United States brokerage 
firms, and a number of Canadian firms which are not members of any of the 
organizations but which customarily have an appreciable volume of interna- 
tional security transactions. In addition to the returns received each month 
from the above agencies, an annual report has been received for the years 1935, 
1936 and 1937 from all Canadian brokers and security issuers who are not 
members of the above organizations or whose international trade is not large 
enough to warrant a monthly report. It has been found, however, that the 
volume of transactions handled by the large number of firms in this category 
is not heavy. In 1987 their transactions totalled only several millions of dollars 
and a considerable part of these were connected with the promotion of Canadian 
mines. 

The organizations and individual firms reporting international security 
transactions to the Dominion Bureau of Statistics, it will be observed, cover 
the whole range of brokers, security dealers and issuers, and banks, located in 
Canada. These agencies provide the trading facilities usually employed in 
international security transactions in which one of the principals is a resident 
of Canada. There remains, however, the possibility of Canadian individuals 
or firms negotiating the purchase or sale of securities directly with an agent or 
principal resident outside of Canada. It is apparent that this 1s a less con- 
venient means of executing an international security transaction than the method 
usually followed of employing a Canadian broker, dealer or bank. It seems 
probable that most direct transactions with parties in another country would 
be the transactions of large investors, such as financial institutions with estab- 
lished contacts abroad. Insurance companies and trust companies in Canada 
make an annual report to the Dominion Bureau of Statistics on their move- 
ments of funds between Canada and other countries, as is described in Chapters 
XIX and XX, and include in these reports any exchange transactions con- 


nected with their trade in securities in so far as these international security. 


transactions have not. been executed through the medium of a broker, dealer or 
bank in Canada and, consequently, reported by those agents. In this way the 
transactions of insurance companies and trust companies that are not reported 
in the monthly records of the international trade in securities are covered. 


Except in the case of industrial companies falling in the categories of 
British or foreign direct investments in Canada or Canadian direct investments 
abroad, which report their movements of funds, the buying or selling of securi- 
ties outside of Canada by Canadian industrial companies is not recorded if 
executed directly abroad. However, it should be noted that direct repurchases 
abroad of bonds for retirement by Canadian corporations or governments are 
covered in the retirements shown in the capital account; and with the possible 
exception of some Canadian companies with important operations outside 
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of Canada, it is probable that the portfolios of Canadian industrial com- 
panies are made up of Canadian securities, which are acquired or disposed of in 
Canadian markets. Moreover, in the case of companies with operations abroad, 
any foreign securities held in portfolios are usually purchased abroad with 
funds originating abroad from the external operations of the company. Such 
transactions are not of immediate significance to the Canadian balance of 
payments, and are properly excluded from the records of capital movements 
between Canada and other countries. 


This same consideration applies to a large group of the security transactions 
executed in financial markets outside of Canada by the external branches of 
Canadian insurance companies and chartered banks. The volume of these 
transactions 1s very heavy and represents the investment of surplus funds made 
available from external income or the shifting of foreign assets. Such trans- 
actions have no direct relationship to the Canadian balance of payments. As 
will be shown in the chapter on Insurance Transactions, the income of the 
foreign branches of Canadian insurance companies is not treated as a credit 
in the Canadian balance of payments unless it is actually remitted to Canada, 
so there would be, consequently, no justification in recording purchases of 
foreign securities by the branches abroad as debits so long as these were paid 
for with funds abroad and did not give rise to a transfer of funds from Canada. 


PRINCIPLES FOLLOWED IN RECORDING TRADE 


As has been described above, the organizations and firms reporting the 
international trade in securities each month represent the principal channels 
in Canada through which such international transactions are executed. ‘To re- 
peat, they include the Canadian Bankers’ Association, the Investment. Dealers’ 
Association, the principal Canadian stock exchanges, the Canadian branches 
of United States brokerage houses, and individual Canadian brokers and dealers, 
etc., who are not members of the above organizations but who customarily have 
an international security trade of some significance. But, in addition to 
these reports received monthly, annual reports are received from the other non- 
member brokers, dealers, and security issuers as well as from insurance com- 
panies and trust companies and firms controlled in other countries. These annual 
reports include, along with other capital movements, any capital movements 
which may be connected with international security transactions which have 
not been executed through the agencies reporting monthly. In this way the 
broad range of capital movements connected with international security trans- 
actions is covered by records. 


To make clear the nature of the international security transactions reported 
each month, it is necessary to outline the principles followed in recording these 
transactions. As a starting point, the guiding principle used to distinguish a 
transaction as international is that there must be a change in the nationality of 
the ownership of the security that is bought or sold. The ownership of the 
security must be transferred between Canada and another country. As used 
in this context, the nationality of ownership is meant to convey the country of 
residence of the owner rather than nationality in the narrower sense. Thus, 
persons or institutions domiciled or located outside of Canada, at the time of 
the transaction, are considered non-Canadian and conversely all institutions or 
individuals of whatever nationality, domiciled or located in Canada at the time 
of the transaction are classified as Canadian. For example, the branches of 
Canadian institutions in the United States are considered as American and the 
branches in Great Britain are considered as British while the branches of United 
States or British firms in Canada are taken as Canadian. 

As stated above, the guiding principle followed is the requirement of a 
change in the nationality of the ownership of. the security rather than the coin- 
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cidence of a transfer of funds to or from Canada. Thus, when securities pur- 
chased from Canada by a resident of another country are held in Canada such 
transactions are reported as sales, and, if later sold to residents of Canada, are 
reported as purchases by Canada. Since the annual changes in foreign deposits 
in Canadian banks are not included in the capital account of the balance of 
payments this procedure is logical as, even if the securities are paid for with 
funds from a bank deposit in Canada, such deposits in their origin would either 
have represented unrecorded capital credits or earnings in Canada which would 
probably have been debited in the current account of the balance of payments. 
Conversely, if securities are purchased abroad by a resident of Canada through 
one of the reporting agents in Canada but are lodged abroad they are reported 
as purchases by Canada, and if sold later to a resident of another country they 
are reported as sales. 


From some points of view there might appear to be an exception to the 
general practice of reporting transactions when a change in the nationality of 
the ownership occurs. The members of the Canadian Bankers’ Association 
report only international transactions in securities which are accompanied by 
exchange transactions between the Canadian dollar and some other currency. 
This is a more satisfactory basis for reporting the security transactions of the 
banks. The Canadian banks having large external balances may frequently 
change the composition of their foreign assets. Shifts between different foreign 
assets have no relation to the Canadian balance of payments. Consequently 
the security transactions of the Canadian banks outside of Canada connected 
with transfers between foreign assets or shifts from one foreign security to 
another are not recorded in the international trade in securities. It should be 
noted, as mentioned previously, that branches of Canadian banks in other 
countries are classified as non-Canadian for the purpose of this investigation. 


In every case in the international trade in securities, transactions are 
designated sales or purchases from the point of view of the Cancel principal. 
Thus, transactions reported as sales represent sales by residents of Canada to 
residents of other countries and those reported as purchases represent purchases 
of securities by residents of Canada from residents of other countries. This 
rule applies whether the transactions are executed in capital markets in Canada 
or outside of Canada. Transactions connected with the redemption of securities 
are not reported in this international trade except in those cases where the 
issuing companies or governments repurchase their own outstanding bonds or 
debentures in the security markets. Accordingly, maturing bonds and debentures 
and issues called for complete or partial redemption are excluded. Likewise, 
sales of new issues of Canadian securities to residents of other countries are 
excluded from the trade in outstanding securities unless they are sold to pur- 
chasers abroad after the original distribution to the originating group or pur- 
chasing syndicate. Thus, sales of new issues underwritten by syndicate members 
resident outside of Canada are excluded from the trade in outstanding securities, 
as they are included in the special item of the capital account of the balance of 
payments which provides for new issues of Canadian securities underwritten 
and distributed outside of Canada. 


The possibility of duplication in the reports received from different agents 
and reporting groups is avoided by following the practice of requiring only the 
firm or institution in Canada directly responsible for buying or selling securities 
outside of Canada to report the transaction. For example, if a Canadian broker 
purchases a security from the United States through the Canadian branch of 
a United States brokerage firm, it is that branch which reports the transaction. 
The Canadian broker would not report the transaction because, as far as he 
is concerned, he bought the security from a firm in Canada. 
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Amounts reported for each transaction are the amounts of the sales or 
purchases of the securities (taking account of commissions and taxes) and not 
the cash transactions between Canada and the country concerned, although a 
record is also obtained of the sales and purchases of United States exchange 
and sterling. This is of particular significance in the case of stocks, as in many 
stock exchange dealings the transactions are partly financed by brokers for 
customers and there is, consequently, a certain amount of international short- 
term indebtedness connected with brokers’ loans. It has been found, however, 
that over the longer periods the net sales or purchases of foreign exchange 
approximate the balance of sales or purchases of securities, which is an important 
consideration when the trade is related to the capital account of the balance of 
payments. It should also be pointed out that, in the statistics of the inter- 
national trade in securities prior to 1936, cash transactions were reported as con- 
trasted with the value of the purchases and sales executed. The effects of this 
different basis of valuations in the earlier years would be limited, however, to 
the trade in stocks, and stock exchange trading in Canada was not as active in 
the earlier years (i.e. 1933 to 1935) as in 1936 and 1937. 


ANALYSIS OF TRADE 


As the international trade in securities has been reported since 1933 to the 
Dominion Bureau of Statistics, there now exists statistical material covering a 
period characterized by wide fluctuations in exchange rates, market activity, 
and economic conditions. Table 22 shows the various courses that the trade 
between Canada and the United Kingdom, the United States and other countries 
has followed. Two characteristics stand out in relief, the large volume of both 
sales and purchases, and the sharp swings in the movements. As a consequence, 
many of the net movements tend to offset each other during longer periods, 
although from the beginning of 19383 to the end of 1988 there were net sales of 
about $143 million recorded, most of which were in the two years 1933 and 1935. 
Net sales to the United Kingdom during this period were $138-:4 million, while 
in the trade with the United States the net movement of capital was outward 
from Canada, net purchases by Canada from the United States being $20-5 
million. In the trade with other countries there were net sales of $24-9 million. 
In most years the trade between Canada and the United Kingdom and that 
between Canada and the United States have been offsetting in their results. 

The largest net sales in any month were the $23-9 million recorded in 
January, 1936, and the greatest balance of purchases was $11-7 million reported 
in April, 1937. Total sales executed in one month have varied from $69-6 
million in November, 1936, to $7-5 million in March, 1933, and total purchases 
have fluctuated between approximately the same limits, the largest being $65-1 
million in January, 1937, and the smallest being $7-4 million in January, 1933. 
The total net movement has rarely been consistently in one direction for more 
than six months and frequently has been irregular, swinging sharply sometimes 
from one month to another. 

As has already been stated, Canada has imported capital through the inter- 
national trade in securities in the period since 1933. This has been a result 
of the trade each year except 1937 when a small balance of purchases appeared. 
It is noteworthy that this inward movement of capital has persisted generally 
throughout a period during which readjustments have taken place in the 
relations between the principal currencies of the world and widespread changes 
in the business cycle and capital markets have occurred. 


The main movements of capital affecting the net movement are more 
clearly revealed by an analysis of the trade between Canada and the United 
Kingdom, the United States, and other countries, as shown in statement 
XXXIV. 
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XXXIV. SALES AND PURCHASES OF SECURITIES BETWEEN CANADA 
AND OTHER COUNTRIES, 1933-1938 
(In millions of dollars) 
(Net Sales +; Net Purchases —) 


Total Transactions United Kingdom United States Other Countries 
Year | | - | I 
Sales {Purchases Sales | Purchases Sales | Purchases 
Sales |Purchases| Net tg Seca Net +6 tots Net 66 Sebih Net 
1933 288-7 237-7 | +51-0 80-8 7-6 | +53-2 | 205-6 202-9 | + 2-7 2-3 7-2 — 4-9 
1934 321-2 312-3 | + 8-9 102-1 23-8 | +78-3 216-0 284-2 | —68-2 3-1 _ 4:3 — 1-2: 
1935 301-8 250-8 | +51-0 31- 44-1 | —13-1 268-3 200-7 | +67-6 2-5 6-0 — 3:5 
1936 422-5 414-7 | + 7-8 71:8 59-7 | +12-1 338-1 346-6 | — 8-5 12-6 8-4 + 4-2 
1937 506-6 511-4 | — 4-8 105-7 85-6 | +20-1] 376-4 412-7 | —36-3 24-5 13-1 +11-4 
1938-02) 5 oOoR2 340-3 | +28-9 52-1 64-3 | —12-2 | 283-5 261-3 | +22-2 33-6 14-7 +18-9 
Net Transactions, 1933-1938.|-+-142-8 |........].......... tel SSrk ee eT ee ey eee ee 20 Oa asd. |S Ee +24-9 


Trade in securities with the United Kingdom reveals a more consistent 
movement of capital to Canada than the trade with the United States and other 
countries. In four of the six years, the net movement of capital was from the 
United Kingdom to Canada, while in 1935 and 1938 small net purchases from the 
United Kingdom were more than offset by net sales to the United States. 
During the whole period under review the net import of capital from the United 
Kingdom through the trade in securities amounted to $138-4 million. 


Trade between Canada and the United States, on the other hand, has been 
subject to more frequent changes in direction and, consequently, during the period 
of six years the total net movement of capital has been smaller, purchases of 
securities from the United States exceeding sales by only $20-5 million. In 
most years the net movement has been greater than this net movement during 
the whole period, but the movements in the shorter periods have largely offset 
one another. For example, net purchases from the United States of $68-2 
million in 1934 were almost entirely offset by net sales to that country in the 
following year. 


Trade recorded with countries other than the United Kingdom and the 
United States has been relatively negligible in volume during the period as a 
whole, although it is probable that some of the transactions with the United 
Kingdom and the United States have been for the accounts of other countries. 
In the years prior to 1936 the trade recorded with other countries was par- 
ticularly light and shows a small net balance of purchases each year, but 
in 1936 the volume increased and the net movement of capital turned inwards 
and continued so during the remainder of the period under review. As 
a consequence, net sales to other countries were $24-9 million during the period. 
The bulk of these transactions have been in Canadian securities and most of 
the inward movement of capital has gone into the common and preference stocks 
of Canadian companies, although there also have been, on balance, sales by Can- 
ada to other countries of Dominion Government bonds and Canadian corporation 
bonds. Transactions in the securities of other countries have been small. 


The most complete analysis of the distribution of the total trade by classes 
of security is available only for the period since the end of 1936. For the years 
prior to that, it has been necessary to estimate the distribution of sales and 
purchases between bonds and stocks in order to appraise the effects of the 
trade upon the ownership of Canadian bonds and stocks. 


Analysis of the trade in 1938, as shown in Table 24, reveals that substantial 
net sales of Canadian stocks were only in part offset by net repurchases of 
Canadian stocks from the United Kingdom. Of the net inflow of almost $29 
million recorded, more than $28 million resulted from net sales of Canadian 
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stocks. Sales on balance of Canadian bonds and debentures to the United 
Kingdom, the United States and other foreign countries totalled more than $10 
million. Trade in United States stocks, though substantial, gave rise to a net 
inward movement of only about $3:1 million, which was more than offset by 
a net outward movement resulting from purchases on balance of a similar 
amount of United States bonds. Transactions in other foreign securities did 
not give rise to very large net movements of capital during the period. 


In 1937, the only year during the period under review when the net move- 
ment of capital arising from the trade in securities was outward, an excess of 
Canadian purchases over sales was characteristic of the trade in both Canadian 
bonds and stocks and in United States bonds and stocks as well. In contrast, 
and partly offsetting these outward movements of capital, there were net sales 
of each group of securities to the United Kingdom and other overseas countries. 
In the trade with each area the most important net balance was in the trade in 
Canadian stocks. Repurchases of Canadian stocks from the United States ex- 
ceeded sales by about $21 million, while net sales of Canadian stocks to the 
United Kingdom and other overseas countries were $9 million and $7 million 
respectively. 


The consequence of these diverse transactions was that, although the total 
net change in the external ownership of Canadian securities in 1937 was slight, 
there were more marked changes in the ownership of particular groups of securi- 
ties. Thus, while externa] holdings of Dominion Government issues and Cana- 
dian railway bonds increased as a result of the trade in securities, there were 
reductions in the holdings of Canadian provincial, municipal and corporation 
bonds. Canadian holdings of United States bonds increased and the slight excess 
of Canadian purchases of United States stocks over sales indicates that Canadian 
holdings of these securities may also have increased in 1937, although fluctuations 
in the market prices of stocks make such a conclusion uncertain. 


The change in the direction of the trade recorded in 1937, it will be observed, 
coincides with the period when the first serious recession in the prices of Canadian 
stocks in recent years occurred. The course of the official index of Canadian 
common stock prices shows that the month of March, 1937, marked the termi- 
nation of an irregular advance that started early in 1933. Net purchases of 
securities by Canada were mostly executed in the months following the peak in 
stock prices reached in March. But the outflow of capital through the trade in 
securities in 1937 was not large on balance, and in 1938 the net inward move- 
ment of capital was resumed. 


For the years prior to 1937 fewer details are available regarding the dis- 
tribution of the total trade among the different classes of security. But on the 
basis of the general character of the security trade carried on in recent years 
by the different reporting organizations and firms, it has been possible to 
estimate the broad distribution of the trade in the years from 1933 to 1936. 
Because of the principles employed in valuing transactions in the earlier years, 
mentioned elsewhere in this chapter, the net trade in stocks should be regarded 
as being more indicative of the character of the trade in stocks than the gross 
amounts shown. At the same time, the trade in United States stocks may be 
somewhat overestimated in the earlier years, especially in 1933, as the propor- 
tion of the total trade in stocks represented by United States stocks in recent 
years may have been larger than formerly. In so far as the above qualifications 
may apply, the trade in Canadian stocks and bonds shown in statement XX XV 
will be understated. 
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XXXV. ESTIMATED DISTRIBUTION BY CLASS OF SECURITY OF SALES AND 
PURCHASES OF SECURITIES BETWEEN CANADA AND OTHER COUNTRIES 
1933-1936 
(Net sales +; Net purchases —) 

(In millions of dollars) 


otal ital Bonds and Debentures 
Year Sales Purchases Net 
Sales Purchases Net 
LOSS NAN TER. ACR AE 288-7 237-7 +51-0 150-1 139-1 +11-0 
LO SAME -<. pei. eee oh Cees 321-2 312-3 + 8-9 204-8 217-1 —12-3 
LODO eee ERS. kame ele: 301-8 250-8 +51-0 190-4 153-4 +37-0 
OSG AER, kth eek ee 422-5 414-7 + 7:8 177-5 163-0 +14-5 
Canadian Stocks United States Stocks Other Securities 
Year | |] 
Sales | Purchases Net Sales ] Purchases Net Sales | Purchases Net 
LOS See a Te 89-7 65-8 | +23-9 48-4 32-4 | +16-0 0-5 0-4 +0-1 
Osa ee hes vet Tpit 62-9 | +14-6 38-2 31-4 | + 6-8 0-7 0-9 —0-2 
OSD Reels 72-5 62-4 | +10-1 38-3 34-4 | + 4-0 0-6 O26 shee ae 
LOSG jee eek out 121-4 124-7 | — 3-3 120-5 125-1 | — 4-6 3-1 1-9 +1-2 


The analysis reveals that in the four-year period net imports of capital 
resulted from the sale by Canada of bonds and debentures and Canadian and 
United States stocks. Although in each year sales of all securities by Canada 
were greater than purchases, there were net purchases by Canada of bonds and 
debentures in 1934 and of Canadian and American stocks in 1936. During the 
four years, sales of bonds by Canada exceeded purchases by $50-2 million, 
while sales of Canadian stocks were in excess of Canadian purchases by $45°3 
million and sales of United States stocks appear to have been about $22-2 
million on balance. The greatest change in the ownership of bonds (probably 
nearly all Canadian) occurred in 1985 when net sales by Canada totalled $37-0 
million, and the largest net inflow of capital for the acquisition of Canadian 
stocks during the four years took place in 1933. The estimated net sales of 
United States stocks were also heaviest in that year. 


Along with these total net changes in external ownership of Canadian 
securities, there were, of course, also the appreciable changes in British and 
United States holdings of Canadian securities not disclosed by the total net 
sales or purchases. In some years the trade in securities between Canada and 
the United States and that between Canada and the United Kingdom were, on 
balance, in opposite directions, with the result that the changes in nationality 
of ownership were even greater, as is indicated in the tables showing the total 
trade by countries. 


INFLUENCES AFFECTING THE TRADE 


Because of the variety of motivating factors influencing the international 
trade in outstanding securities, it is rather difficult to isolate the predominant 
influences which are responsible for changes in its course. The variety of 
securities entering into the international trade itself introduces many different 
motivating factors. Circumstances influencing the demand for equity securities 
are different from those affecting the demand for fixed-return securities. Then 
there are changes in investment interest between corporation bonds and govern- 
ment bonds. Sometimes there are swings in interest to or from whole classes 
of securities or, on the other hand, the particular background affecting an 
individual government or corporation may influence the market for its securities. 
In addition to the complexities introduced by the different kinds of security 
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available for international investment, there is the great diversity in individuals 
and institutions responsible for the buying and selling. The transactions of 
banks and other financial institutions are not only on a different scale from 
those of the small individual buyer or seller, but they are surrounded by entirely 
different motives and influences. Then, too, the circumstances giving rise to an 
international security transaction may be primarily internal in their origin or 
they may be the result of external causes; or capital may move from one 
country to another because of political or psychological reasons rather than 
because of economic inducements such as higher yields. 


On a priort grounds one of the more apparent influences upon the inter- 
national trade in securities is variation in foreign exchange rates. But a study 
of the transactions so far recorded indicates that variations in foreign exchange 
rates must be quite pronounced before their effects upon the broad course of 
trade are apparent. Other influences, less easily measured, are constantly 
changing and the effects of exchange rates are obscured. It must be recognized 
that in the international trade in securities, circumstances affecting demand 
are more complicated than in the commodity trade. Demand for securities, 
although closely related to the supply of capital seeking investment, is fre- 
quently influenced by other considerations than assured yield and safe invest- 
ment. The possibility of potential profits from capital appreciation and other 
factors influence the supply of capital, providing a demand for securities. 


The course of the purchases and sales of securities in the first two years 
in which they were recorded, 1933 and 1934, most clearly demonstrates the 
relationship with changes in exchange rates, as may be observed from Table 22. 
During the first six months of 1933 sterling funds in Montreal were at a heavy 
although diminishing discount, ranging from an average of daily quotations of 
20-95 per cent in January to 5:16 per cent: in June. Sales to the United Kingdom 
during that period were negligible, but it is interesting to note that pur- 
chases by Canada from the United Kingdom, for some other reason, were also 
at a very low level. Although sales had increased in May and June, it was not 
until July that the sudden expansion of sales to $15-5 million took place and it 
seems significant that the average quotations on sterling at Montreal had risen 
to a premium of 1:33 per cent in that month. During the succeeding twelve 
months sales to the United Kingdom continued in substantial volume, while 
purchases remained light, with the result that the sustained flow of capital to 
Canada from the United Kingdom during this period was unusually large. 
Sterling throughout this period was relatively strong. Although there were 
slight discounts in the late summer and early autumn of 1933, there were 
premiums on sterling in Montreal during the succeeding months, as revealed in 
the monthly averages of daily quotations, ranging as high as 5-79 per cent for 
April, 1934. During the latter half of 1934 sterling was closer to the former par 
value and it is notable that the volume of sales diminished, while purchases were 
slightly heavier than in the previous months. Nevertheless, a balance of sales 
to the United Kingdom continued each month until January, 1935, but in 1935 
and succeeding years the relationship between the value of sterling in terms of 
Canadian dollars and the trade in securities with the United Kingdom is less 
apparent. For example, in 1935 there were, on balance, purchases of securities 
from the United Kingdom by Canada, although in all but two of the months in 
that year the monthly averages of daily quotations for sterling at Montreal 
were at a premium, which in the last six months was over 2 per cent each 
month. Similarly, in 1936 the premium on sterling ranged from about 2 per 
cent to over 3:5 per cent during the first nine months, while, with the exception 
of January and February, net purchases by Canada characterized the trade in 
securities with the United Kingdom. But in the last three months of 1936 and 
in the first four of 1937, while the premium on sterling dropped to less than one 
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per cent, the inflow of capital to Canada from the United Kingdom was again 
substantial. It appears clear that in the later years of the period under review 
the influence of exchange rates upon the international trade in securities was 
overshadowed by other factors. Of course the possibility of these movements of 
capital being in themselves a major influence upon exchange quotations is a 
further consideration to be borne in mind in observing the relationships. In 
some months the balances in the trade in securities have been very large and, 
through their influence upon the total supply of or demand for foreign exchange, 
might appreciably affect the rates quoted. 


Observation of the trade in securities between Canada and the United 
States during 1933 indicates that the exchange rate between the Canadian and 
United States currencies was not the primary influence. Despite the high 
premium on United States funds at Montreal in the early part of the year, 
Canadian purchases from the United States were, compared with sales to the 
United States, fairly substantial. Total sales to the United States were 
heaviest from June to November, in a period when the premium on the United 
States dollar was rapidly diminishing. As a consequence, net sales to the 
United States were substantial only between April and July. The general 
improvement in the stock markets and in confidence within the United States 
was, no doubt, an influential factor after April. From a low point of 48-9 in 
March, the index of common stock prices in Canada rose rapidly to 86-5 in July. 
Similarly the index of United States stocks also registered a rapid recovery in 
stock values. The marked growth in sales of securities to the United States 
after April seems closely related to the conditions surrounding this recovery in 
the security markets. Strength is given to this conclusion by the high level of 
sales maintained until November, although the United States dollar was 
at a comparatively low premium during the latter months of this period of 
heavy sales. The growth in Canadian purchases from the United States, which, 
in the last four months of the year more than offset sales, appears more closely 
related to the steady decline in the value of the United States dollar in Canada 
than does the trend in sales. Only a small net movement of capital resulted 
from the trade with the United States during 1933, the net inward movement 
of the first part of the year being nearly offset by the outward movement of the 
last four months. 


The movement of capital during 1934 was, on balance, towards the 
United States, and the net movement in each month of the year except two 
was in this direction. With the exception of the first three months of the 
year, when a small premium remained, the average quotations for New York 
funds at Montreal were at a discount amounting to over 2 per cent in some 
months. It should be noted, however, that net purchases from the United 
States were particularly heavy during the first three months when the United 
States dollar was stronger. 


In 19385 the net movement of capital between Canada and the United 
States was in the opposite direction to the movement in 1934. There was a net 
inward movement in every month except two. The discount on the United 
States dollar characteristic of 1934 remained only in January of 1935, after 
which a premium is shown in each month of the year by the averages of ex- 
change quotations, although in most months it was slight. Furthermore, the 
growth in sales in the latter part of the year was accompanied by increasing 
purchases as well, and it should be noted that prices on the stock markets in 
Canada and the United States showed rapid gains during the second half of the 
year. From the above observations of the trade with the United States, it is 
evident that whatever influences exchange rates may exert have been obscured 
on many occasions by other factors, especially those associated with market 
psychology. 
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References have already been made to several occasions when the volume 
of international transactions and the activity on the stock exchanges have run 
closely parallel to one another. This has been a relationship to be expected, 
especially in the trade between Canada and the United States, since the 
condition of the stock markets and market psychology have their effects upon 
the international demand for securities. On the other hand, there are times 
when the volume of international transactions influences the level of prices of 
securities traded on the stock exchanges. International transactions in Canadian 
stocks frequently represent a substantial proportion of the total trade executed 
on Canadian stock exchanges and have important influences upon the prices of 
the stocks listed. This has been particularly the case with certain stocks in which 
there is widespread international interest. Some market leaders are always 
potentially susceptible to international demand. Then, on occasions, interna- 
tional demand is concentrated upon some groups of stocks which are closely 
connected with certain commodities or industries. Perhaps the best example of 
a group of shares in which there has been widespread interest in recent years 
is that provided by the “gold” stocks. 


Various factors tend to stimulate international trading in stocks in periods 
when prospects seem good. Investment services and the financial press broaden 
the interest of investors beyond the borders of their own country. The numerous 
facilities available for making international transactions, especially in North 
America, make this kind of trading as convenient as the execution of internal 
transactions in securities. For example, most brokerage offices in Canada pro- 
vide quotations for stocks on New York exchanges in the same manner as for 
those on the Canadian exchanges. The trend of security prices on the New 
York exchanges has important effects upon the course of prices of Canadian 
stocks. The number of securities interlisted on the Canadian and United States 
exchanges is a most significant factor in this relationship. Some Canadian stocks 
are also listed on the London Stock Exchange and on continental bourses. Many 
of these are market leaders and their prices are subject to trends on international 
security markets, with the result that these trends are transmitted to the 
Canadian stock markets as well. It should not, of course, be concluded from 
this relationship that there are not independent movements on the Canadian 
stock exchanges. The earnings and prospects of most Canadian companies 
are dependent upon the Canadian economy and, in so far as Canadian stock 
values are a reflection of these, they are subject to national influences. 


A considerable amount of the trade in stocks between Canada and the 
United States may therefore be regarded as comparable to internal stock ex- 
change trading. It is subject to the same kinds of stimuli and its international 
character is only incidental. Often the trading is on a short-term basis and the 
accounts may be partly financed by brokers’ loans. Stocks are frequently turned 
over in a short period, with the result that the net sales or purchases during 
a period like a month are usually only a fraction of the total trade in stocks. 


These generalizations, of course, refer only to a certain part of the trade 
in stocks. There are other transactions in stocks which represent longer term 
investments and are subject to different influences, with more consideration 
being given to such factors as yield. The trade in bonds between Canada and 
other countries is also more closely related to investment factors like relative 
yields. Most of this trade is in Canadian bonds, although there are, at times, 
transactions in United States and United Kingdom bonds for the account of 
Canadian financial institutions. A great many Canadian bonds have foreign 
market features. Many are distinguished by terms providing for optional 
payment in two or more currencies. These dual and triple currency issues 
offer special inducements to international investors. The market for optional- 
payment bonds is consequently more international than the market for bonds 
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payable only in one currency. The possibility of differences in the yields on 
these securities in Canadian and foreign markets also introduces a factor 
influencing the international trade in optional-payment Canadian bonds. 


Another group of international security transactions warranting special 
attention consists of those executed on account of Canadian financial] institu- 
tions. As has already been explained, the transactions of these institutions that 
are included in the sales and purchases of securities between Canada and other 
countries are limited to those which are accompanied by exchange transactions 
between Canada and other countries, no account being taken of the large volume 
of transactions of such institutions, executed entirely outside of Canada, which 
have no place in the Canadian balance of international payments. ‘The trans- 
actions which are included reflect the investment activities of the institutions 
concerned and are subject to different influences from those affecting the 
transactions of smaller investors. 


Errects Upon THE BALANCE OF PAYMENTS 


When considered in its broad relations to the Canadian balance of payments, 
the international trade in outstanding securities has special implications. Al- 
though a species of international lending, it is much more complicated, as has 
been indicated above, than the more obvious type connected with the sale of 
new issues of Canadian securities in capital markets outside of Canada. Whereas 
flotations of new issues of securities are the result of negotiations between debtor 
and creditor, in which the terms of the contract are established at the time of the 
borrowing, the trade in outstanding securities between countries gives rise to 
international indebtedness under quite different circumstances. Instead of the 
international relationship arising under contractual circumstances, as in the 
case of new issue flotations abroad, the trade in outstanding securities may pro- 
duce international indebtedness as an incidental result of a transaction between 
two creditors, in which the debtor or issuer of the securities has no part. A 
typical illustration of such a result is provided by the transactions in Canadian 
common stocks between residents of Canada and residents of other countries. 
For example, a sale of stock of a Canadian company by a Canadian to a United 
States investor increases the United States investment in Canada, although the 
company concerned has had no part in the transaction. As the company, in 
all probability, pays dividends in Canadian funds, the change in the interna- 
tional ownership of the stock does not give rise to the necessity of the company 
buying foreign exchange. But, when the United States shareholder, however, 
transfers the dividends to the United States, there is set up a demand for United 
States exchange which must be met out of the supply of foreign exchange avail- 
able to Canadians. In this way the current receipts and payments of interest 
and dividends are influenced by transactions in which the debtor or issuing 
company has no immediate concern. 


The effects of changes in the nationality of ownership of outstanding bonds 
upon the balance of payments are also different from those upon the individual 
debtor. The repurchase by Canadians of Canadian bonds originally sold abroad 
does not necessarily affect the debtor’s requirements for foreign exchange, 
assuming that the bonds are payable in a foreign currency. The interest will pre- 
sumably continue to be paid in the currency in which it is payable, whether the 
bonds are held by residents of Canada or elsewhere. But, if Canadians, being 
paid the interest in a foreign currency, transfer it into Canadian currency, then 
the purchase of the foreign currency is “offset”? by this amount when the transac- 
tion is considered for its effects upon the balance of payments. 

Another characteristic of the effects of the international trade in stocks upon 
the balance of payments, in contrast to those resulting from the flotation of new 
issues of bonds abroad, is the variable nature of dividend payments. ‘These 
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are less rigid than interest payments, being dependent as they are, in the 
long run, upon the income of the companies. This greater flexibility in 
dividend payments acts as an adjusting factor in periods when national 
income is low and reduces the strains usually placed upon the Canadian 
balance of payments under those circumstances. Furthermore, in periods 
when the Canadian dollar is at a discount, there is the possibility that foreign 
recipients of dividends from Canadian companies (usually in Canadian cur- 
rency) may leave these temporarily in Canada. 


International trade in outstanding securities represents an important part 
of the capital transactions between Canada and other countries. The volume 
of transactions is customarily heavy, as has been already pointed out, and the 
net movement of capital in some years has been quite important in the balancing 
of Canada’s international accounts. But the importance of this group of capital 
movements in achieving equilibrium in the balance of payments is often obscured 
when the annual net movement of capital alone is considered. The relative 
importance of the effects of the net movement arising from these transactions 
upon the balance of payments is greater in shorter periods than in the longer 
annual periods usually studied in balance of payments statements. In some 
years there have been different predominant movements in different periods, 
with the result that over the longer period the net movement of capital was small 
in proportion to the volume of transactions, as compared with the net movements 
in the shorter periods. 


Because of this it might be expected that the international trade in out- 
standing securities would be closely related to the short-term fluctuations in the 
foreign exchange value of the Canadian dollar. The behaviour of the inter- 
national trade in securities during 1933 and 1934 has already been described. 
It is possible, however that there are short-term relationships between foreign 
exchange rates and international security transactions which are more difficult 
to observe statistically. During the 1933 and 1934 period it is particularly 
important to note the opposite tendencies evident in the security trade with 
the United States and the United Kingdom. The tendency for the Canadian 
dollar to fluctuate at levels in between the exchange rates between sterling 
and the United States dollar no doubt provides the key to the explanation of 
these opposite tendencies in the security trade between Canada and the two 
countries. There is usually sufficient latent international demand that may 
become effective in such transactions to set up offsetting capital movements 
between Canada and the two countries that in themselves have some equi- 
librating effects. As a consequence, some of the disturbing effects of the inter- 
national trade in securities that might be expected to arise in periods of 
unusual foreign exchange relationships fail to materialize. This is because 
some of the capital movements resulting from the differences in exchange levels 
are offset by counter-movements. 


It is also difficult to analyze the effect of capital movements, arising through 
international security transactions, on other items of the balance of payments. 
The effects of one item upon another may be direct or indirect. There do not 
appear to be any obvious direct effects in this particular case. There can, 
for example, be little or no direct relationship between the commodity trade 
and the trade in securities, although in the case of some types of capital move- 
ment, there is a direct causal relation. Instances of direct relationships between 
the commodity trade and some capital movements are provided under such 
circumstances as the flotation of new issues of bonds in the United States by 
Canadian companies, which buy capital goods and materials in the United 
States out of the proceeds of the loan and ship these to Canada. But the 
international trade in securities is peculiarly divorced from any such merchan- 
dising transactions. Its very nature, the purchase and sale of outstanding 
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securities, points to it being made up of financial dealings occurring after the 
original investment of capital accompanying the original issue of the securities. 


It is clear that the effects of the international trade in securities must 
be indirect and more subtle than the direct effects of the type illustrated above. 
These indirect effects may be upon the items of the current account or upon the 
other movements of capital or upon both. 


An import of capital resulting from the net sale by Canada of outstanding 
securities to other countries presumably increases the supply of capital in 
Canada available for investment or expenditures. The Canadians selling the 
securities have received purchasing power placed at their disposal. This may 
be employed in a great many ways. It may be spent on Canadian merchandise 
or services, or on imported merchandise or services, or it may be used for 
investment in Canada. In the latter event the supply of capital in Canada 
would be increased, with possible effects upon other classes of capital movement 
between Canada and other countries. Whatever was done, however, would give 
rise to secondary effects upon the demand for Canadian or foreign goods and 
services or upon the supply of capital available in Canada. These effects 
would be reflected upon the relative prices of the goods, services or capital 
concerned. It would be idle to attempt to analyze the effects in any detail, 
as to make such refined speculations would require more details than are avail- 
able regarding the continually-changing complex circumstances. It seems prob- 
able, nevertheless, that there would usually be indirect effects which to some 
degree, at least, would operate towards adjusting the Canadian balance of pay- 
ments to the altered circumstances. 


When considering some of the long-run consequences of the international 
movements of capital accompanying the trade in securities, it should be noted 
that although the securities entering the trade are, for the most part, long-term 
classes of securities, the movements of capital do not necessarily have these 
characteristics. As much of the trade is apparently concerned with trading 
profits or other forms of capital appreciation, there is a certain unstable char- 
acter to some of the investments, which places them in the short-term category 
for most purposes. This has its effects upon the uses to which the yield on the 
investments is put. Security purchases may be partly financed by brokers. 
When this is the case dividends may be collected by brokers in the country 
where the securities were bought and credited in the account of the investor, 
and used for settling the account or for further foreign investment. In either 
case the yield is not comparable to the yield on typical long-term investments, 
which is transferred from the debtor to the creditor countries. 


It is interesting to observe, however, that considering the unstable character 
of some of this trading, apparent on a prior grounds, the actual movements of 
capital have not always been as great as might have been expected under some 
unsettled conditions in financial markets. The period over which a record of 
the trade is available covers a wide range of market activity during which 
there have been some extreme fluctuations in security prices. Yet the net 
movements of capital, although at times large, have not been of extraordinary 
proportions. Perhaps one element making for moderation in these movements 
of capital in periods of stock market collapse lies in the relatively close relation- 
ship that is usually found between the course of prices of stocks on the Canadian 
and the United States exchanges. On the other hand, if unsettled conditions 
were limited to the markets of one country, then it might be expected that greater 
movements of capital would result. It would seem then that there are poten- 
tial circumstances in which capital movements of proportions sufficient seriously 
to disturb the balance of payments might occur, but that these circumstances 
rarely develop. 


CHAPTER XIX 


Movements of Capital Connected With International 
Direct Investments and Trust Companies 


How important a place direct investments occupy in the Canadian balance 
of international indebtedness has already been described. The huge sums 
of investment involved inevitably produce important effects. Apart from the 
yield on the capital invested, there have been, in particular, those effects 
springing from the rapid growth of foreign direct investments in Canada before 
1930 and from the repayment of capital in recent years associated with their 
increasing maturity. Other capital movements are the result of the international 
movements of materials and finished products connected with the production and 
distribution activities of industries operating on an international scale. 


The circumstances under which current and capital remittances connected 
with direct investments arise are quite different from those accompanying other 
classes of international investment. International direct investments are in 
essence “equity” investments as contrasted with the older forms of “contractual” 
investments, such as portfolios of bonds and debentures. 


Not only is the yield of direct investments flexible, but a considerable amount 
of discretion may be employed by the owners in deciding when remittances of 
funds are to be made. For example, dividends may be passed until circumstances 
favourable for their remittance arise and, in any case, they are closely depend- 
ent upon the income of the subsidiary, which, in turn, usually fluctuates in 
accordance with changes in the national income of the debtor country. In 
contrast, international indebtedness in the form of bonds and debentures gives 
rise to contractual claims for interest and principal on specified dates and, with 
some exceptions, in predetermined amounts. There is, consequently, a rigid 
character to the obligations incurred through the sale abroad of bonds and 
debentures, which produces strains in the balance of payments which may be 
particularly acute when the income of the debtor economy dwindles. 


These characteristics of direct investments deserve further elaboration. 
This is particularly the case when the instability of foreign exchange levels, 
experienced in some recent years, is considered. Fixed-interest-bearing secur- 
ities payable in foreign currencies impose not only the necessity of contractual 
payment but, in times when the currency of the debtor country is depreciated, 
these securities carry the added burden of the premium on exchange. This 
not only adds to the strain upon the already depreciated currency of the debtor 
country, but creates difficulties for the individual debtors. Direct investments, 
on the other hand, have not the same effects upon the balance of payments of 
a debtor country with a depreciated or weakened exchange level. Such ex- 
change conditions in a debtor country usually reflect a period when economic 
activity has become slack. It has already been noted that the income of direct 
investments may be expected to follow generally the broad trend in the income 
of the debtor country. Consequently, there being usually no contractual obli- 
gations, the burden upon the balance of payments is automatically reduced. 
But there are also other factors influencing the volume of international remit- 
tances connected with direct investments. The decision to make these remit- 
tances rests with the creditor in a wide range of instances. The result is that 
transfers of cash from the debtor currency to another may be postponed when 
the debtor currency is weak or, on the other hand, other remittances may be 
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made to the debtor country, as the premium on the currency of the creditor’s 
country would provide an inducement under these same circumstances. Simi- 
larly, if the exchange of the country where the direct investments are located 
is at a premium, there is an inducement for the owners of the direct investments 
to transfer funds in order to obtain the premium. 

It is because of these peculiar circumstances connected with direct invest- 
ments and the discretionary powers resting with the owners that the movements 
of capital and remittances have many equilibrating effects upon the balance of 
payments of a debtor nation. The interests of the owners of direct investments 
are more like those of a resident of the debtor country than are the interests 
of a foreign bondholder whose returns are payable in the currency of the creditor 
country concerned. For this reason, the owner of direct investments often 
has a different attitude with regard to the external value of the currency of 
the debtor country, being so situated that funds may usually be employed 
there if circumstances are not favourable to their transfer. 


It should be recognized, however, that many transactions between debtor 
and creditor countries, in connection with the operations of direct investments, 
are carried on in a normal commercial manner and are not subject to the dis- 
cretionary treatment indicated above. Many are carried out under much the 
same circumstances as other commercial transactions, and are not usually 
influenced by fluctuations in exchange rates although, as will be described more 
fully later, many of the payments for merchandise imported from parent com- 
panies are handled in an unusual manner. 


BRITISH AND FOREIGN Direct INVESTMENTS IN CANADA 


In studying statistically the effects of direct investments upon the balance 
of payments of a country, attention must be turned towards the movements 
of funds resulting from these investments. When considered from the point of 
view of purpose, various broad groups of movements of funds connected with 
direct investments appear. Transfers of capital connected with the establish- 
ment and development of a branch or subsidiary belong to one group, while those 
transactions which are a part of the operations of the concerns more properly 
belong to a different group. Similarly, the transfers of dividends, and other 
current remittances and capital movements arising from the earnings of the 
branch or subsidiary, constitute a group with many characteristics in common. 


These remittances take different forms. They may be accomplished by 
transfers of cash from one currency to another or by movements of merchan- 
dise unaccompanied by cash payments. The accounting practices followed in 
recording the transactions also vary. In one company a transfer from the 
surplus of a subsidiary may be declared as a dividend, whereas in another 
concern a transfer from surplus may be recorded as a repayment or advance 
of capital. 


From the practical point of view of recording these transactions statis- 
tically, it has been found more feasible to collect information in categories 
somewhat different from those suggested by the purpose or form of the transac- 
tions. The first complete statistics on the operations of British and foreign 
investment in Canada were collected in 1936 by the Dominion Bureau of Statis- 
tics on a schedule covering the years from 1926 to 1935. The schedule was 
sent to all companies or firms in Canada falling in the group of direct invest- 
ments in Canada, with some exceptions such as insurance companies, trans- 
portation companies, and other concerns whose operations are covered else- 
where in the balance of payments statement. Excellent co-operation was re- 
ceived from the many hundreds of firms to which the schedule was sent and a 
fairly complete record of the relevant transactions during the period has been 
obtained. Similar reports have been secured in subsequent years. 
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The schedule used divides capital movements into long-term and _ short- 
term, itemizing the principal kinds of these. Other transactions are also 
recorded in detail, the schedule being constructed to provide for all relevant 
transactions. Relevant transactions are those connected with movements of 
funds or merchandise, and no attempt is made to ascertain the profits or 
losses that might be recorded in the company accounts, except in so far as 
they have some influence on capital movements or other balance of payments 
items. 


In the case of movements of capital connected with direct investments, 
there is a question as to how far it is possible to distinguish between long-term 
and short-term movements of capital. In theoretical discussions of interna- 
tional capital movements some sharply contrasting features have been attributed 
to long-term and short-term movements. Long-term movements have in theory 
been considered to be those connected with long-term investment resulting 
from the high yields received in an economy where there is a relative scarcity 
of capital, whereas short-term movements perform a different function from that 
filled by the long-term movements. Some theoretical explanations of equili- 
brium in balances of payments have attributed much importance to short-term 
movements of capital resulting from transitory circumstances, under which 
the movements become profitable. 


This theoretical difference between long-term and short-term movements of 
capital becomes less distinct when the transactions connected with direct 
investments are considered. All of the capital transactions arising from direct 
investments owe their existence to some extent to the fact that there is a long- 
term international investment in a branch or subsidiary. As has already been 
pointed out, the circumstances under which the transactions are executed often 
depend upon the discretion of the administrators of the direct investments. 
Temporary situations making a movement of funds profitable may give rise 
to an international movement of capital, regardless of whether it is for long- 
term or short-term investment. The final purpose of the investment or the 
intended duration does not necessarily influence the way in which the capital 
is transferred. Movements of capital originally intended to be short-term may 
become long-term investments and vice versa. 


These possibilities must be kept in mind in any interpretation of the move- 
ments of capital connected with direct investments. The schedule used in 
recording them makes a division between long-term and short-term movements. 
In distinguishing between the two broad groups of movements, original inten- 
tion is the guiding principle. Long-term movements have been identified as 
those connected with investments intended to be for periods of more than a 
year. Thus, as inward movements of long-term capital, there have been 
included investments in bonds, debentures, and stocks of subsidiaries, as well 
as capital invested directly and unaccompanied by securities of these kinds. 
All long-term capital invested for the establishment of a branch or subsidiary 
is, in this way, included, as well as capital advanced for the development or 
maintenance of existing direct investments, except in so far as the advances 
are intended to be only short-term loans. Capital imported may be in the 
form of cash or of merchandise. When the latter is the case and when the 
capital is long-term, the merchandise is likely to be made up of capital goods 
such as machinery and equipment. Also .included among inward movements 
of long-term capital are repayments received by branches or subsidiaries on 
loans to borrowers outside of Canada. Examples of these are provided by 
loans by branches or subsidiaries to head offices or parent companies. 


Outward movements of long-term capital include the redemption of securities 
owned outside of Canada. These securities may be of any type from bonds 
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or debentures to equity securities and may have been redeemed at the date of 
maturity or may have been called for redemption. Retirements of maturing 
bonds, retirements of called bonds and retirements of preference shares have 
been kept separately, as well as retirements of other long-term capital and 
loans to parent companies or other borrowers outside of Canada. 

Movements of capital recorded as short-term are those which, when origin- 
ally advanced, were expected to be repaid within a year, regardless of their sub- 
sequent history. Consequently, some of the short-term loans and advances may, 
in subsequent effect, have become long-term investments of capital; but the 
original intention when these advances were made is probably of more significance 
when considering their immediate effects upon the Canadian balance of payments. 
Inward movements of short-term capital have been separated into two groups: 
inward movements by means of merchandise shipments, and transfers of cash 
to Canada. The total inward movement has in most years been fairly well 
divided between these two types of capital movement. Transfers of capital by 
means of merchandise are, of course, accomplished by shipping to the branch 
or subsidiary merchandise which is not paid for in the normal commercial man- 
ner. The merchandise may take any form from capital equipment to materials, 
parts or finished consumers’ goods, although when the shipments are for the 
purpose of providing short-term advances, it is more likely to be materials or 
parts used in the productive processes of the branch or subsidiary. Whatever 
the form of merchandise may be, however, the important feature of these trans- 
actions for the balance of payments is that the value of the merchandise is 
recorded in the Trade Statistics of imports, and when the value of imports is 
recorded in the balance of payments, it is assumed that there are corresponding 
debits. Consequently, such capital movements in kind must be entered in 
the balance of payments to offset the effects of the inclusion of the value of the 
merchandise concerned in the total value of merchandise imports. Of course, 
in almost all international transactions in merchandise, there is a certain lag 
between the time of shipment and delivery and the time of payment, giving rise 
to a difference between the value of the merchandise recorded as imports or 
exports during any period and the payments made during the same period. The 
type of short-term capital movement under consideration here, however, is due 
to other circumstances than the normal commercial lag between time of shipment 
and time of payment. With companies operating on an international scale, 
there are often international movements of merchandise which, within a nation, 
would be merely interplant movements which were part of the productive 
process. As there is a tendency for large industrial integrations to be operated 
under one management or control, this situation is a characteristic of many 
industries with branches or subsidiaries in Canada. Merchandise movements, 
then, provide a convenient means of furnishing short-term advances which 
need be repaid only when circumstances become favourable. Although, in 
the operations of many direct investments, intercompany movements of mer- 
chandise are paid for in the usual commercial manner, there are sufficient 
cases where short-term financing is accomplished in the above way to make 
these transactions of significance to the balance of payments. The actual 
value of imported merchandise recorded as a capital movement in any year 
is limited to the amounts not paid for during the year and is, consequently, 
only the net movement of short-term capital. The gross capital movements 
connected with merchandise imports would be much larger, as many loans made 
by means of merchandise would be advanced and repaid within the year. Of 
course, short-term loans and advances made by means of international remit- 
tances of cash are also substantial; temporary operating deficits frequently 
occur which can be met only by advances from the parent company, since the 
practice of some companies with direct investments is to meet working capital 
requirements in this way. 
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Outward movements of short-term capital, of course, include repayments 
of the loans and advances already described, whether they were originally 
made by means of merchandise or cash. Repayments for loans advanced by 
merchandise shipments are limited to payments for merchandise imported in 
previous years. Other outward movements of short-term capital may be con- 
nected with merchandise exported from the Canadian branch or subsidiary and 
in connection with which there were not receipts of funds from abroad. 


The extent of merchandise exports unaccompanied by receipts from abroad 
is considerable, and some proportion of these have the characteristics of short- 
term movements of capital from Canada while others are long-term in character. 
Here, again, the capital movements, as in the case of some movements inwards, 
are a product of the international operations of many industrial concerns. Some 
of the outward movements of merchandise are comparable to interplant move- 
ments within a country in which materials or products are moved on for further 
processing. For example, ores extracted by Canadian mines which are the direct 
investments of external interests, may be shipped to plants outside of Canada 
for refinement or fabrication, there being no accompanying inward movement 
of funds to Canada in payment. The practice is frequently that the Canadian 
branch or subsidiary receives funds from abroad only to provide for operating 
expenses or for extensions of plant and equipment. When this is the case, 
the amount by which the value of exports, as recorded in Canadian statistics 
of exports, exceeds the amounts remitted to Canada must be entered in the 
balance of payments statement as an offsetting debit to commodity trade 
credits. 

Other exports of merchandise from Canada unaccompanied by inward 
movements of funds arise from a different kind of industrial organization. Many 
of the Canadian branches and subsidiaries of foreign companies have an 
important export trade. In some cases the opportunity of access to Empire 
markets provided by the Dominion was one of the reasons for establishing plants 
in Canada. Consequently, international movements of merchandise have been 
influenced by the existence of these plants in Canada. The organization of 
production in some industries is such that materials or parts are shipped to 
the Canadian plants from the parent organizations outside of Canada, giving 
rise to the inward movements of capital already described. The resulting 
indebtedness may be reduced by means of the proceeds from the sale abroad 
of the exports of the Canadian subsidiary. In some companies the export sales 
of the Canadian subsidiary are handled by the selling organization of the 
parent company, the proceeds not being remitted to Canada, although the 
Canadian subsidiary is given credit for them in the books of the parent company. 
These credits may accumulate or they may be applied towards the reduction of 
the subsidiary’s indebtedness to the parent company. In either case they 
represent transactions that must be taken account of in the Canadian balance 
of payments. 

Classifying the debits arising in Canada’s international accounts from 
the export of merchandise presents a problem. In many respects they con- 
stitute capital movements. Some are better designated in this way than 
others. But even in these cases, the distinction between long-term and short- 
term movements is difficult to draw. On the other hand, the volume of these 
movements is closely dependent upon the productivity of the Canadian in- 
vestments and this relationship to earnings gives them some of the char- 
acteristics of flexible current remittances of earnings such as dividend payments. 
But the fact that assets abroad, which are at least nominally Canadian, may 
result from some of these transactions tends to weaken this analogy, especially 
when, in the future, these assets may be drawn upon to make payments for 
the Canadian subsidiaries or branches. In practice such transactions have been 
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included in the capital account of the balance of payments, along with the other 
capital movements arising from international direct investments. Whatever 
their character may be, they are, in any case, in effect debits which must be 
recorded in the Canadian balance of payments to offset the extent to which 
the export trade has been overvalued because of their existence. Never- 
theless, their peculiar aspects should be borne in mind, especially their close 
relationship to the earnings of direct investments in Canada. 


Remittances of dividend payments and interest payments are the most 
important of the non-capital items. These current payments, although recorded 
on the direct investment schedule, are included in the interest and dividend item 
of the current account of the balance of payments, as they are definitely part 
of the yield on direct investments in Canada. Other current payments recorded 
on the schedule include other remittances of profits not in the form of dividends, 
payments for services, patents, etc., and current receipts for services, the use of 
patents, etc., are also recorded. These miscellaneous current receipts and 
payments are usually small compared with interest and dividend payments 
and the capital movements. 

Profits of the branches or subsidiaries, when re-invested in Canada, have 
not been recorded, as such transactions do not directly affect the Canadian 
balance of payments. Conversely, neither has re-investment of the profits of 
Canadian branches and subsidiaries abroad been considered an inward move- 
ment of capital to Canada. The inclusion of such offsetting entries in the balance 
of payments would merely exaggerate the volume of actual transactions and 
the resulting effects upon the balance, assuming the amounts entered were exact, 
would be no different from the effects of excluding the entries from the statement 
entirely. The transactions of significance to the balance of payments do not 
necessarily coincide with the profits or losses of the Canadian units in the 
conventional accounting sense. 

In addition to covering the detailed analysis of movements of funds 
described above, the schedule employed in this inquiry also recorded the balance 
in the intercompany accounts as at the beginning and end of each year covered. 
For many companies, the change in the intercompany account balances, in any 
period, represents the net transfer of funds or international:‘movements of mer- 
chandise. In some cases where the individual groups of transactions could not 
be segregated the change in the intercompany account balance has been used as 
a record of the net annual movement of capital, if it accurately reflects such 
a movement. 


MoveMEnts oF Funps 1926-1937 


In the balance of payments statement the movements of funds connected 
with the operations of British and foreign direct investments in Canada have 
been divided into two groups: current remittances, which have been entered in 
the Interest and Dividend item, and the other movements, which have been in- 
cluded in the capital account, either in ‘New Issues” and “Retirements” or in 
“Net Capital Transactions of International Direct Investments, ete.” To 
study the complete effects of British and foreign direct investments upon the 
Canadian balance of payments, it is necessary to observe the total movements as 
well. The approximate total movements of funds between Canada and other 
countries connected with the direct investments are shown in the accompanying 
statement. It should be pointed out that receipts and payments for merchandise 
exported or imported by these concerns are not included when the international 
transactions are carried out in the normal commercial manner. Merchandise 
transactions have been included only when they have been connected with the 
capital movements described above. The investigation of direct investments 
had the primary purpose of recording international capital transactions which 
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were not already recorded in the statistics of exports and imports of merchandise 
from Canada, as such are taken account of, in the item of merchandise trade in 
the balance of payments statement but cannot be identified. It is apparent that 
the total effects of direct investments upon the external merchandise trade of 
Canada cannot be ascertained exactly. For instance, besides the finished pro- 
ducts exported directly by the foreign-controlled plants, there would be indirect 
exports of products by other agencies or in forms that were further manufactured 
in Canada. The statistics in Statement XXXVI may then be considered only 
in their relation to the Canadian balance of payments, in which the merchandise 
transactions of direct investments are automatically accounted for in the item 
of commodity trade. | 


XXXVI. MOVEMENTS OF FUNDS BETWEEN CANADA AND OTHER COUNTRIES 
ARISING FROM BRITISH AND FOREIGN DIRECT INVESTMENTS IN 
CANADA, 1926-1937 
(In millions of dollars) 


Approximate Gross Net 
Y Movements* Movements 
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_ _*For some companies and for some types of transaction, only the net inflow or outflow has been 
included in the gross inflow and outflow. Movements of funds directly resulting from imports and 
exports of merchandise are excluded. 


This statement shows the very striking changes that have taken place in 
the movements of funds connected with British and foreign direct investments 
in Canada during the period under review. Probably the most significant of 
these has been the transition from net inflows in 1926 and 1927 to the net out- 
ward movement which appeared in 1928 and which has expanded almost con- 
tinually since then. There has been a shift from a net inflow of $32:7 million 
in 1926 to a net outflow of $167-3 million in 1937. Accompanying this change in 
the direction of the movement, there have been marked changes in both the total 
inflow and the total outflow of funds. The heavy inflows of funds were concen- 
trated in the years before 1931, while the total outflow has fluctuated, with 
some exceptions, more in accordance with general business activity, although 
the longer-term trend appears to be upward. The maximum inflow was in 1929 
when it amounted to $123-6 million, while the lowest annual volume of $37-1 
million was in 1938. The outflow has grown from $80:6 million in 1926 to 
$243-0 million in 1937. 


The inflow of capital was most pronounced between 1926 and 1930. A 
marked contraction appeared in 1931, and in 1932 and 1933 the inflow was at 
its lowest point and only showed an appreciable increase in 1936 and 1937. 
This heavy inflow of capital before 1931 coincides, of course, with the latter 
part of that period of rapid growth in foreign direct investments in Canada. 
The inflow of capital recorded is not a complete measure of the expansion 
of these investments, however, as some of the growth in investment was 
financed by profits earned by the Canadian branches or subsidiaries. Much 
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of the new investment, however, as the statistics reveal, was financed by foreign 
capital remitted to Canada. The movement of capital does not necessarily 
reflect the number of new plants being established in Canada during any period. 
The establishment or development of one important concern often gives 
rise to capital movements much greater than those resulting from a large 
number of small plants. Many direct investments are on a small scale and 
have insignificant effects upon the balance of payments, whereas the transac- 
tions of some large companies are of particular significance. 


Direct investments established or developed by these heavy imports of 
capital are found in most of the principal groups of industries in Canada. Devel- 
opments in the pulp and paper, metal, and mining industries and in utilities were 
particularly noteworthy, although many branches and subsidiaries in other manu- 
facturing and merchandising fields also shared the inflow of capital. 


In each year from 1926 to 1930 large amounts of capital were remitted direct- 
ly to branches and subsidiaries by parent companies in the United States. The 
majority of these direct remittances of capital were reported by the companies as 
long-term capital. Direct advances of long-term capital were heavy in each year 
from 1926 to 1930, but contracted sharply in 1931 and remained at a relatively 
low level after that. Imports of short-term capital were also heavy in the 
early years, but subsequently have not declined as much as have the imports 
of long-term capital. Imports of capital through the sale outside of 
Canada of the bonds and stocks of the Canadian subsidiaries were also on 
a large scale prior to 1931, although the capital raised through these chan- 
nels was less than the capital remitted directly by parent companies. In some 
cases capital was remitted directly by the parent company for the early 
stages of a development which was later financed by the public sale of securities 
in the United States. Parent companies sometimes subscribed to the securities 
of the subsidiaries, especially when these were equity securities; in other 
cases securities were sold publicly in the United States, and the capital invest- 
ments represented by such holdings of securities have the characteristics of 
portfolio investments. Since 1932 sales abroad of newly issued securities of 
direct investments have been practically limited to issues of stocks, which have 
probably been taken by parent companies in most instances. 


Capital imported during this period of development was not always remitted 
in the form of cash. Merchandise shipments also provided the means by which 
much of the capital was sent to Canada. This was especially the case when 
new plants were being established and equipped. Machinery, equipment and 
other forms of durable goods were often shipped to Canada by the parent 
organizations. Although these imports of capital are among those recorded, 
the exact amounts that took these forms are not available. Considerable 
amounts of the short-term capital advanced were also in the form of merchandise, 
in circumstances such as those already described at more length above. In many 
years the net inflow of short-term capital to branches and subsidiaries has been 
principally in the form of merchandise shipments rather than in cash, as such 
shipments provide a convenient method of supplying the branch or subsidiary 
with working capital. 

Total annual outward movements of funds from direct investment in Canada 
have shown a tendency to increase, interrupted only during the depression 
years. Outward movements grew from $80-6 million in 1926 to $149-9 million 
in 1929 and dropped only to $107-5 million in 1932. A sudden expansion in 
1933 occurred, but this was partly the result of some specially large short-term 
transactions by a few firms, being a reflection of such unusual transactions rather 
than a movement characteristic of the transactions of all firms in that year. 
From 1934 on, the increasing outflows of funds were more widespread in their 
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origins and no doubt were a consequence of generally increased earnings. The 
total outflows in 1935 and subsequent years were much greater than the maxima 
reached before the depression. 


Outward movements of funds from Canada have been more diverse in 
character, including, as they have, both capital movements and current remit- 
tances. Dividends form the largest single type of outward remittance from 
Canada each year and, of course, have been flexible, reflecting, as they have, 
the wide changes in earnings during the period under review. In most years 
dividends have constituted about one-half of the total outflow of funds from 
branches and subsidiaries in Canada, with the exception of the years 1932 and 
1933 when they constituted only about forty per cent of the outflow. Some of 
these payments were to private investors abroad, and some to the parent com- 
_ panies holding the stock of Canadian subsidiaries. Payments of interest and 
payments for services provided by parent organizations were smaller and less 
subject to change in volume. Other outward remittances were flexible. Among 
these were the outward movements arising from the export of merchandise for 
which the branch or subsidiary had not been paid. Movements of this kind 
were particularly heavy after 1933, expanding with the growth in Canadian 
exports that followed the depression. The difficulty in definitely designating 
some of these outward movements of merchandise as either capital or current 
payments has already been discussed. Often they have at least the appearance 
of capital transactions, although, on the other hand, they closely reflect the 
growth in earnings of the investments in Canada. In any case they give rise 
to debits which are an important consideration in tracing the effects upon the 
Canadian balance of payments of some of the increased exports from Canada 
in recent years. Other outward movements of funds classified as capital — 
movements have been customarily substantial and have expanded considerably 
since 1933, especially payments that represent the repayment of short-term 
advances. 


CANADIAN Direct INVESTMENTS ABROAD AND THE BALANCE OF PAYMENTS 


The relations between Canadian companies and their direct investments 
abroad have many characteristics In common with the relations between Brit- 
ish and foreign companies and their direct investments in Canada. The value 
of Canadian direct. investments abroad, $511 million, is less than one-quarter 
of the value of British and foreign direct investments in Canada, so it might 
be expected that the movements of funds connected with these would be propor- 
tionately smaller. But, because of the smaller number of companies, the 
transactions of a few of the larger concerns frequently overshadow the trans- 
actions of all the others. When the transactions of the larger companies are 
predominantly in the same direction, there are not sufficient transactions re- 
sulting from the operations of the smaller concerns to offset the predominant 
movement. Consequently, the operations of Canadian direct investments abroad 
frequently include transactions of greater significance to the Canadian balance 
of payments than the relative value of the investments would indicate. 


Complete records of the movements of funds between Canada and other 
countries resulting from the operations of Canadian direct investments abroad 
have been obtained for the years 1986 and 1937 by schedule. For the earlier 
years information available is less complete, although details of the transactions 
of some of the larger companies have been secured sufficient to reveal the 
main tendencies since 1926. The schedule employed in 1936 and 1937 has much 
the same make-up as that used to record the transactions of British and for- 
eign direct investments in Canada, although, of course, it is adapted to meet 
the situation occupied by parent companies in Canada. Movements of funds 
are, accordingly, divided into long-term capital, short-term capital and other 
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kinds of remittance. The schedule is sent to all Canadian companies with direct 
investments abroad, with the exception of the transportation companies, whose 
transactions are analyzed separately. 


Data on movements of funds collected by schedule for 1936 and 1937 from 
Canadian companies, other than railways, have revealed a net outflow of capital. 
Interest and dividends received in Canada from the foreign subsidiaries of these 
companes are included in the current account of the balance of payments in the 
item of interest and dividend receipts. Other known transactions in recent 
years have been, on balance, outwards. Important among these have been 
short-term advances by means of merchandise exported from Canada and by 
cash remittances. Advances by means of merchandise shipments from Canada 
have been particularly substantial, although offsetting some of these there are 
also customarily receipts for merchandise shipped in previous years. 


Direct investments of Canadian railways in the United States are valued 
in the neighbourhood of $200 million. Constituting, as they do, a large part 
of the total Canadian direct investment abroad, they also give rise to a con- 
siderable proportion of the movements of funds. The situation, with regard to 
the relationship of these to the balance of payments, is rather complex because 
of the international services provided through their freight and passenger 
traffic. This international exchange of transportation services is provided for 
in the balance of payments items covering the tourist trade and freight receipts 
and payments. The exact method of treating these has already been described 
in the chapters on these two items and is too technical to repeat in detail here. 
The general method followed, however, is to treat the operations of the United 
States lines and subsidiaries of the Canadian railways as United States rail- 
ways. Earnings of United States railways on traffic to Canada are entered as 
debits in the Canadian balance of payments, while earnings of Canadian railways 
on traffic to the United States are entered as credits, as these items of freight 
are not included in the value of merchandise trade. Similarly, passenger fares 
for transportation in Canada received from United States sources are entered in 
the balance of payments as tourist credits. 


The remaining groups of transactions to be recorded are those connected 
with the maintenance and operation or development of the lines and subsidiaries 
in the United States. There are some lines in the United States forming part 
of the Canadian railway systems, and there are expenses in connection with 
the operation of these which are met by remittances from Canada, as such lines 
are usually connecting links in the Canadian system, depending for revenue 
upon through rather than local traffic. There are also freight and passenger 
agencies and other offices outside of Canada whose expenses are paid for by the 
Canadian railways. Of course, some of these expenses may be met out of 
revenue collected outside of Canada, but it is assumed that most of this revenue 
has already been credited in the balance of payments and, if so, it is necessary 
that the expenditures be entered as offsetting debits. Certain other receipts 
and payments arise out of the joint use of terminals or other facilities and 
these amounts are taken into account. In addition to the transactions directly 
connected with operations of the Canadian railway systems, there are those 
which take place between the Canadian railways and their subsidiaries in the 
United States. Among the receipts is the income from the securities of the sub- 
sidiaries held by Canadian parent companies. There have been few dividends 
paid on equity securities in recent years, and interest on bonds of United States 
subsidiaries held by Canadian railways, has, in some cases, been paid by 
subsidiaries operating at. a loss. Therefore, since interest on these securities is 
credited in the balance of payments, there must also be recorded as debits, 
advances from Canadian parent companies to meet deficits. The balance of 
these offsetting entries reflects the net cash remittances each year. Other ad- 
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vances to United States subsidiaries must also be taken into account. The 
net result of taking account of all these miscellaneous payments arising from 
Canadian railway investments in the United States, which are not recorded 
elsewhere in the balance of payments, is that a debit of considerable propor- 
tions is entered in the capital account of the balance of payments along with 
the other capital transactions connected with international direct investments. 
The existence of this net outward movement does not necessarily reflect the 
true value to the Canadian railway systems of investments in the United 
States. United States lines and subsidiaries, by providing outlets to United 
States centres, through routes, and in-transit traffic, produce earnings for the 
Canadian systems which do not appear in a calculation such as this. The 
purpose of this entry in the balance of payments statement is to record trans- 
actions not otherwise recorded there, and not to measure the advantages or 
disadvantages of these railway investments. 


CANADIAN TRuST COMPANIES AND THE BALANCE OF PAYMENTS 


Canadian trust companies perform a wide range of services to the public. 
Such services include those of executor, trustee, administrator, property manager 
and investment counsellor, as well as those functions connected with the 
acceptance of deposits, the investment of company funds in mortgages and 
other securities, and the duties of registrars and transfer agents. It is prin- 
cipally through their performance of the first group of functions that Canadian 
trust companies execute transactions which are not recorded elsewhere in the 
balance of payments. By acting as Canadian executors, trustees, administrators, 
etc., for non-residents of Canada the trust companies administer a substantial 
volume of British and foreign investments in Canada. 


Statistics on these investments and the international remittances made by 
Canadian trust companies are collected by schedule. At the end of 1937 the 
total value of assets in Canada administered for non-residents was over $170 
million. Included among the assets are the shares and debentures of holding 
companies incorporated in Canada and administered by Canadian trust com- 
panies for the beneficial owners residing outside of Canada. Also included are 
other Canadian assets directly administered for non-residents of Canada, 
when the trust company may be acting in any one of a number of capacities, 
such as executor of an estate, trustee or manager. In this way a record is secured 
(of a type of international investment which it would be otherwise impossible 
to cover), of the assets of Canadian estates administered for beneficiaries resid- 
ing outside of Canada. Most of the assets administered for non-residents are in 
the form of securities, principally bonds and debentures. Mortgages and real 
éstate constitute smaller proportions and cash is relatively unimportant. 


As is to be expected, the remittances of funds between Canada and other 
countries connected with these assets are considerable. Other remittances also 
are made, especially in connection with the direct purchase and sale of securities 
outside of Canada. The schedule divides outward remittances from Canada into 
(1) Income payments to non-residents, (2) Payments of capital to non-residents 
and (3) Payments for the direct purchase of securities in other countries* and 
distinguishes whether the payees are residents of the United Kingdom, the 
United States or other countries. Inward remittances to Canada are classified 
into (1) Receipt of fees and other administrative charges, (2) Receipt of capital 
from non-residents, and (3) Receipts from the direct sale of securities in other 
countries.* These are divided according to the country of residence of the 
payer. Transactions reported between Canada and both the United Kingdom 
and the United States have been large, whereas transactions with other countries 


* See Chapter XVIII. 
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are relatively unimportant. Payments of income are reported only when 
remitted. Reinvested income is not included. Both outward and inward move- 
ments of capital have been substantial, although on balance the capital move- 
ment has been outward. This outward movement has usually been made prin- 
cipally by cash remittances, although in 1937 direct purchases of securities 
outside of Canada accounted for a large part. The movement of capital is 
subject to fluctuations, dependent on the circumstances connected with some 
of the important accounts. The net outward movement of funds in recent years 
has constituted a considerable part of the total net movement of capital 
described in this chapter. 


SUMMARY 


Net Capitan TRANSACTIONS OF INTERNATIONAL DirEcT INVESTMENTS, Etc., N.O.P. 


As has been described above, three different groups of capital movements, 
enter into the item of the capital account described as ‘Net Capital Transactions 
of International Direct Investments, etc.” This item is made up of the net trans- 
actions not recorded elsewhere of (1) British and foreign direct investments in 
Canada, (2) Canadian direct investments abroad, (3) Canadian trust com- 
panies. The first of these groups is customarily the most important. The other 
two vary in importance from year to year, but are in themselves less flexible 
than the first, which has changed from a net inward movement in the years up 
to 1930 to a net outward movement since then. It should be emphasized again 
that the net transactions shown are only the transactions which are not recorded 
in other items of the balance of payments statement, such as the interest and 
dividends item or the item of retirements. Although the transactions shown in 
this item of the capital account are, for the most part, capital movements, there 
are some small items of current transactions included. ‘These are relatively 
small, however, and, in any case, the circumstances connected with many are 
closely parallel with those under which the capital movements occur. These 
transactions of international direct investments, etc., which have not been 
recorded elsewhere in the statement, have been entered as a net figure in this 
single item for purposes of simplicity. To attempt to show these movements 
in any greater detail would only lead to greater complexity and possibly to 
confusion. The entries appearing in the capital account of the balance of 
payments statements for the years since 1927 to account for the net capital 
transactions of international direct investments, etc., not elsewhere recorded, 
follow in statement XX XVII. 


XXXVIT. NET CAPITAL TRANSACTIONS OF INTERNATIONAL DIRECT 
INVESTMENTS, ETC. (N.O.P.), 1927-1937 


(In millions of dollars) 
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The description of capital movements connected with direct investments 
shows their peculiar significance to the Canadian balance of payments. The 
fact that, for the most part, they are not strictly contractual, but rather are 
usually executed only at the discretion of the owners or managers of the com- 
panies concerned, is particularly important. The decision to transfer funds 
depends largely upon whether it will be profitable for the company to do so or 
not, whether the transfer is for the purpose of establishing or developing a direct 
investment or whether a withdrawal of surplus balances from the direct invest- 
ment is concerned. As a consequence, it is to be expected that, under many 
circumstances, these transfers will have equilibrating effects upon the Canadian 
balance of payments, although in some periods of uncertainty the transfers 
might have disturbing effects. The importance of the transactions upon short- 
term movements in exchange is probably much greater than their relative volume 
would suggest. It seems, however, that it would be very difficult or impossible 
satisfactorily to demonstrate these short-term relationships statistically. 


Considered from a long-term point of view, the statistics reveal what a 
marked change has taken place in these movements. It is apparent that the 
period of rapid development of direct investments in Canada, by means of 
imported capital, terminated about the time of the depression and that the 
Canadian balance of payments has experienced an important change as a result. 
Outward movements of funds have been increasing in recent years and, to a 
considerable extent, these have been related to the post-depression growth in 
Canadian exports. The earnings of direct investments dependent upon the 
export trade have expanded, making it possible to transfer balances to parent 
companies and head offices. As a result, debits arising from the large dividend 
payments to parent companies and other shareholders outside of Canada, as 
well as from large repayments of capital, have offset, in part, the credits from 
the balance of commodity exports. These “invisible” debits must be taken 
account of in any consideration of the effects of Canadian exports, especially 
metal exports, upon the Canadian balance of payments in recent years. Many 
of the transactions giving rise to capital debits are comparable to remittances 
of earnings in some respects; for, although nominally repayments of capital and 
having many of the characteristics and effects of short-term capital movements, 
they are closely related to the earnings of the direct investments in Canada. 


As regards the effects of the movements of capital recorded in this item 
upon the Canadian balance of international indebtedness, it should be pointed 
out that many of the transactions do not affect international. assets and 
liabilities in quite the same manner as some other types of capital movement. 
This applies especially to some transactions recorded as debits. Although 
debits in the capital account generally imply that either Canadian assets 
abroad are being increased or Canadian external liabilities are being reduced, 
sometimes the effects upon international indebtedness are less clear-cut. Some 
of the debits, for instance, are in effect offsetting items reducing the apparent 
credits on current account. An illustration is provided by the increase in 
external assets of Canadian companies owned and controlled abroad arising 
from the export of merchandise from Canada on consignment or the transfer 
abroad of surplus balances of the Canadian subsidiaries of foreign companies; 
or debits may arise from the remittances of Canadian companies to sub- 
sidiaries abroad to meet deficits. Then, again, debits arising from reductions 
in the liabilities abroad of direct investments often have the effect of increas- 
ing the value of the equity in Canada of the parent company. However, 
regardless of these often obscure and sometimes anomalous effects upon the 
balance of international indebtedness, such movements have many character- 
istics giving them a significant place in the capital account of the Canadian 
balance of international payments. 


CHAPTER XX 


Insurance Transactions 


Because insurance business is frequently international in its scope, the 
activities of this type of financial concern demand a place in studies of the 
balance of payments and international indebtedness. The operations and in- 
vestments of such companies have characteristics which must be specially 
examined when their place in the international accounts of a country is being 
considered. British and foreign companies have important branch operations 
in Canada, and also Canadian insurance companies have external operations 
which extend into most parts of the world. There were, in 1936, fourteen 
British and twenty United States companies which were registered with the 
Dominion Insurance Department to transact life insurance in Canada. In the 
same year the number of British companies registered to transact fire or casualty 
insurance in Canada was sixty-eight and the United States and other foreign 
companies of this type numbered one hundred and fifty-one. Besides these 
companies, there were some registered under provincial insurance acts; and some 
transacted marine and inland marine insurance, for which no certificates of 
registry are required under the Insurance Acts. At the same time, there were 
fifteen Canadian life insurance companies and twenty-one Canadian fire and 
casualty insurance companies carrying on business outside of Canada. 


Most of the business carried on by British and foreign companies is trans- 
acted by branches in Canada which, in many respects, are similar to internal 
companies. That is, their operations are, to a large extent, domestic, and do 
not give rise to international remittances. Their income in Canada is generally 
available for Canadian disbursements, and any surplus income there may be is 
frequently invested in Canadian securities. There is a tendency for these com- 
panies to build up Canadian assets against liabilities in Canada, because Canada 
is a favourable field for investment. It will be seen later that the activities of 
Canadian insurance companies in other countries do not give rise to transactions 
affecting the balance of international payments to the extent which might be 
expected from the size of the operations abroad. 


INTERNATIONAL INVESTMENTS 
BRITISH AND ForEIGN INSURANCE COMPANIES IN CANADA 


Investments of such companies must be examined in order to ascertain 
the international indebtedness arising from their operations. It is apparent that 
the Canadian assets of the branches in Canada of British and foreign companies 
do not represent a clear “equity” or “claim” against Canada since the lhabilities 
in Canada offset a substantial part of the assets. The principal item of the 
liabilities of life insurance companies is, of course, the net reserve which is an 
actuarial calculation of the “net liability in Canada under assurance, annuity, 
and supplementary contracts in force for payments not due, dependent on life, 
disability or any other contingency or on a term certain.” As an illustration, at 
December 31, 1936, the assets in Canada of British hfe insurance companies were 
valued at $71-1 million while the liabilities were $36-:2 million, leaving a net 
investment of $34-:9 million. The figure for net investment is slightly on the 
high side because the assets of the Canadian branches include some British or 
foreign securities and, in a few cases, Canadian securities that were originally 
sold outside of Canada and have, therefore, already been taken to represent out- 
side investment in Canada. At the same date, the assets in Canada of United 
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States life insurance companies were valued at $506-5 million and their liabilities 
at $428 million, of which the net reserve accounted for $404-8 million; and the 
net assets of these companies, therefore, amounted to $78-5 million at that date. 
It is necessary to allow for these estimated liabilities because of the fiduciary 
nature of the insurance business, giving rise to obligations to policyholders and 
others. Of course, the investments of British or foreign companies in Canada 
may not be limited to the assets held in Canada by the Canadian branches. 
They may also hold Canadian securities in their head office portfolios. These 
investments are comparable with the other portfolio holdings of Canadian 
securities by non-residents and are treated as such in the general records of 
British and foreign investments in Canada. Similarly, some British and Ameri- 
can insurance companies have substantial investments in mortgages in Canada. 
When these are home office investments they have been included in the item of 
‘““ Miscellaneous Investments” in the statement of British and Foreign Invest- 
ments in Canada, since they have no direct connection with the Canadian 
branches of the companies. 


In Table 1 on British and Foreign Capital Invested in Canada, the insur- 
ance item is limited, therefore, to the net assets held at the branches of British 
and foreign insurance companies in Canada, along with the value of the equity 
of non-resident shareholders in Canadian insurance companies. 


CANADIAN INSURANCE COMPANIES WITH OPERATIONS ABROAD 


The income, disbursements, and investments of the branches of these 
companies located abroad frequently do not give rise to remittances between 
the branches and the home offices. In many respects the transactions 
are entirely outside of Canada and do not directly touch the Canadian 
economy at all. A comparison of their assets and liabilities outside of 
Canada shows that the liabilities exceed the assets. At the end of 1936 the 
assets held outside of Canada by Canadian: life insurance companies were valued 
at $646-2 million, while labilities were $871-9 million, of which $791-6 million 
represented the net reserve against risks in other countries. It is apparent 
that Canadian insurance companies do not hold net assets abroad at their 
branches comparable to the net assets of British and foreign companies in 
Canada, for the liabilities outside of Canada exceeded the assets held outside 
by over $200 million, though this general relationship does not hold in every 
country. In the United States, for instance, there has been a slight excess of 
assets over liabilities in recent years. It does not follow that this represents a 
clear-cut Canadian equity in the United States, as the excess of assets held 
there may represent securities held against the liabilities of the companies aris- 
ing from risks underwritten in countries other than the United States and 
Canada. 


A large part of the assets held outside of Canada is represented by foreign 
securities. All of the foreign securities owned, however, are not held outside 
of Canada. At the end of 1936, the foreign securities held in Canada were valued 
at $175 million. These are shown in the statement of Canadian investments 
abroad because of their origin, although the interest and dividends received from 
them may not always be remitted to Canada. Assets held outside of Canada 
have not been shown as Canadian investments because of the excess of liabilities 
abroad. Such assets, however, have significance in relation to the Canadian 
economy, in that being represented for the most part by marketable securities 
they are mobile and may be transferred to or from Canada. This mobility 
will be referred to later. 


Growth in the assets and liabilities of Canadian life insurance companies 
outside of Canada between 1926 and 1936 is illustrated in Table 25. In each 
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year the liabilities have exceeded the assets and the excess has increased in 
recent years. Liabilities have grown from $321-9 million in 1926 to $871-9 
million in 1936, while the assets have increased from $237-3 million to $646-2 
million. At the same time, the increase in the value of the foreign securities, 
many of which are held outside of Canada and are therefore included among 
the assets held outside of Canada, has been from $176-:9 million to $583-9 
million. Absolute increases in external liabilities, external assets, and total 
foreign securities, have been respectively $550 million, $409 million and 
$407 million. Percentage increases in each of the items have been 171, 172 
and 230 respectively. It is apparent then that the liabilities and assets abroad 
have both increased at about the same rate during the period. Changes in 
the location of the foreign securities will also be observed. Some of these are due 
to purchases, redemptions, or sales, but others are the result of transfers of 
the securities themselves between Canada and other countries. The difference 
between the total assets held outside of Canada and the foreign securities held 
outside of Canada is due to other assets such as real estate, mortgages, loans 
and cash, etc., as well as substantial amounts of Canadian securities held outside 
of Canada. This latter factor has the effect of making the real spread between 
liabilities and foreign assets even greater when these are considered from some 
points of view. Canadian securities cannot be considered foreign assets in the 
same sense as foreign securities. 

Details of the nationality and location of holdings of foreign securities 
are given in Tables 26 and 27. A steady growth is revealed during the period 
covered, with the exception of the years 1932 and 1933. Throughout the period, 
the majority of these investments have been in securities of United States 
nationality, although the percentages have fluctuated considerably. In 1926 
American securities were less than 70 per cent of the total, while in 1930 the 
percentage was almost 84. In recent years the proportions have been lower, 
being about 76 per cent in 1936, when holdings of American securities were 
valued at $447-2 million. Portfolios of United Kingdom securities have 
increased since 1931, and in 1936 the $54 million held constituted about 9 per 
cent of the total. Holdings of securities of countries other than the United 
Kingdom and the United States have fluctuated irregularly. In 1936 they 
amounted to $82-7 million, or 14-8 per cent of all foreign securities, which was 
the largest amount held at any year-end recorded in the table. Securities of 
British possessions occupied the most prominent place in this group. In 1936 
holdings of Australasian securities were more than $6 million and the securities 
of other British possessions were valued at approximately $28 million. South 
America was also an important field of investment, there being $21 million 
invested in South American securities by Canadian life insurance companies 
at the end of 1936. At the same time, the total holdings of issues of borrowers in 
Continental Europe were only slightly more than $6 million, while portfolios 
of Japanese issues amounted to about $13 million. There were also small 
holdings of the securities of Central American countries, the West Indies, and 
China and other Asiatic countries. 


Statistics on another class of external asset, the cash of Canadian life insur- 
ance companies on deposit outside of Canada, are shown in Table 28. These 
deposits of cash abroad are revealed as being increasingly important. At the 
end of 1935 the total on deposit in banks outside of Canada was $23-5 million, 
of which more than $15 million was in the United States. The contrast between 
substantial deposits in banks in the United States in recent years and the 
small deposits before 1930 is an outstanding feature of these assets, and possibly 
reflects the decline in the call loan market in New York. 


The large turnover in foreign securities resulting from the operations of 
Canadian life insurance companies is shown in Tables 29 and 30. Total value 
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of foreign securities acquired or disposed of during each year from 1926 to 
1937 is revealed in Table 29. Included are changes in holdings due to redemp- 
tions, conversions and other refinancing operations on the part of the borrowers, 
as well as purchases and sales. Table 30, on the other hand, excludes trans- 
actions connected with refinancing, conversions, etc., and reflects more closely 
the purchases and sales of foreign securities. Such buying and selling transactions 
are more indicative of the operations executed at the discretion of the insurance 
companies. 

As might be expected, most of the securities are United States issues and 
these are, for the most part, purchased in New York or other United States 
markets. Similarly, many of the transactions in the securities of other countries 
are also executed in those markets, while United Kingdom securities are dealt 
in on London markets. This characteristic of these security transactions has 
an important bearing in relation to their effects on the balance of payments of 
Canada. As the bulk of the transactions are executed abroad, through the 
agency of the branch offices of the insurance companies abroad, the financial 
transactions connected with many are entirely external to Canada and do not 
affect the Canadian balance of payments, as wil! be explained at more length in 
the section on “Insurance Companies and the Balance of Payments” which 
follows. They have been shown here, however, because of their close relation 
to the changes in the external assets of Canadian insurance companies. Of 
particular interest is the heavy volume of purchases and sales in 1936 and 1937 
in contrast to earlier years. 


INSURANCE COMPANIES AND THE BALANCE OF PAYMENTS 


The position of insurance companies, as regards international indebtedness, 
has already been discussed. Consideration must now be given to the position 
of insurance transactions in the current and capital statements of the balance 
of international payments. It is true that Canadian insurance companies perform 
services for their policyholders in other countries and that British and foreign 
companies provide services for Canadian policyholders. But the extent to which 
these branch activities are self-sufficient has been already indicated. It can 
hardly be said that the services provided by a branch are imports from the 
country where the home office of the company is located, whose value can be 
estimated and recorded in the balance of payments statement. Rather, it 1s 
necessary to look for the more objective effects of the operations of insurance 
companies. International remittances made from time to time are frequently 
very substantial and have definite effects upon a nation’s balance of 
payments. The methods employed by compilers of balance of payments 
statements have usually been directed towards ascertaining, if not the gross 
international movement of funds, at least the net movement. Various attempts 
in the past have been made to estimate the net result of insurance transactions 
by employing the statistics on insurance company operations published in gov- 
ernment reports. For the most part, statistics available in such reports relate 
to such branch transactions as interest and dividends received, premium income, 
disbursements, changes in assets, etc. 

Research into the relationship between the branch office operations indicated 
by such statistics and the balance of payments has disclosed that a satisfactory 
result could not be obtained from them. As a consequence, the Internal Trade 
Branch has, through the co-operation of insurance companies in Canada, obtained 
information on international insurance transactions on special schedules drawn 
up with the particular needs of the balance of payments statement in mind. 
These two methods of approaching the insurance item will now be examined 
in detail in order to illustrate more clearly the particular significance insurance 
companies have for the balance of payments. 
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Methods which employ information on the income, disbursements and 
investments of the external branches of insurance companies must depend upon 
formulae which are all based upon somewhat similar assumptions regarding the 
relationship between the changes in these items. For example, such a book- 
keeping calculation, when applied to the operations of Canadian companies 
outside of Canada, would be based upon the assumption that the net movement 
of funds between Canada and other countries would be the difference between 
the change in investment abroad and the net income or disbursements abroad 
during the period under study. But with such a formula, it is necessary that 
the assumed relationship between the net transfer of funds and the net change 
in investments abroad holds consistently. Unfortunately, there are various 
factors which violate this assumed relationship. 


Possibly the most important of these arise from the mobility of insurance 
investments. Securities are frequently moved between home offices and branches 
abroad. As the principal markets for foreign securities are outside of Canada, 
such securities are generally sold or purchased outside of Canada and often 
there is no accompanying financial transaction between Canada and the other 
country. For example, securities may be purchased in New York with funds 
on deposit there, and lodged there; or if the securities held in the United States 
are in excess of the requirements of the United States branch, these may be 
later transferred to Canada. On the other hand, securities may be sent to the 
branches abroad for deposit or sale abroad. Such security movements unaccom- 
panied by international movements of funds do not warrant a place in the 
Canadian balance of payments statement as they have no immediate effects 
upon it, and may not have any effects even in the future. Table 30, showing 
the sales and purchases of foreign securities each year from 1926 to 1937 by 
Canadian life insurance companies, reveals the magnitude of the sales and pur- 
chases. It should be remembered, however, that only a minority of the transac- 
tions represent movements of funds between Canada and other countries. 


Another factor influencing changes in the investments of a branch may arise 
from different valuations being placed upon the securities held. There are, at 
times, write-downs or write-ups to account for changed values. 


Again, while the net income and change in investment during a period 
may indicate a transfer of funds to or from Canada, actually these may only 
reflect a transfer of balances between branch and head office bank accounts in 
financial centres outside of Canada, such as London or New York. 


Similarly, any attempt to apply a bookkeeping formula to the transactions 
between Canada and any one other country is defeated by the possibility that 
investments in the United States, for instance, may be increased because of the 
transfer of surplus income from countries other than the United States or Canada. 
Increases in assets in the United States, in such cases, are due not to transfers 
of funds from Canada, but rather to transfers of funds to the United States 
from other countries. That is, they are transactions which have no direct bear- 
ing upon the Canadian balance of payments at all. This movement of the sur- 
plus income of the branches in other countries direct to New York is a common 
occurrence. 


It should also be remembered that receipt of interest and dividends by a 
branch abroad from investments held abroad is not a balance of payments 
transaction unless the amounts received are transferred to Canada. Generally, 
such amounts received outside of Canada are retained there and used for dis- 
bursements arising in the business of the non-Canadian branches. 

It is apparent, then, that various factors are at work influencing the valua- 


tion of investments and the disposition of surplus income abroad in such a way 
as to invalidate any use of these to measure the net annual movements of funds 
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connected with insurance transactions. The actual occasions when funds are 
transferred between insurance offices in different countries are, in fact, unpre- 
dictable. They depend, for the most part, on the investment policy pur- 
sued by the company and upon the numerous market circumstances related to 
the investment policy. In appearance, these movements of funds are, for the 
most part, the transfer of surplus balances in one centre of financing to another 
where there happens to be more need for cash, or where the opportunities for 
investment are more favourable at the time. The source of the funds can not 
be readily distinguished. That is, if interest and dividends due on foreign 
securities held in Canada are collected in New York by a company this revenue 
will normally be deposited in the company’s accounts in New York and will 
immediately become indistinguishable from funds originating from other sources, 
such as premium income or the sale of securities. Hence, when funds are trans- 
ferred to home offices, they cannot usually be earmarked according to their 
origin and designated as interest and dividends received on Canadian holdings 
of foreign securities or as income from the sale of “services” in the United 
States. Consequently, the most desirable place for inclusion of the insurance 
item in a balance of payments statement seems to be among the capital items. 
The transactions are more akin to capital transactions than to the service trans- 
actions of the current account. They appear more like capital transactions, 
as they are normally executed only when a transfer is considered desirable and 
are not on the same basis as regular income payments. That is, they are 
inclined to be unpredictable and are not, in any sense, analogous to a current 
income which varies closely with the general condition of trade. Transfer of 
balances is more closely parallel to investment transactions. 


Although the above discussion has referred principally to the transactions 
between companies in Canada and their branches outside of Canada, very much 
the same principles apply to the operations of the branches and agencies in 
Canada of the British and foreign companies. It should now be apparent from 
the discussion why it has been found necessary to obtain records of the move- 
ments of funds specially for the balance of payments statement. Such informa- 
tion has been collected by the Bureau on two schedules, one for Canadian com- 
panies and another for British and foreign companies with branches or agencies 
in Canada. The schedule for the Canadian companies is in three sections 
which call for the following information:— 


I. Movements of funds between insurance companies and their branches, 
agencies, bank accounts and shareholders abroad. 


II. Movements of funds between Canadian insurance companies and other 
companies, policyholders or individuals outside of Canada not included 
in Section I. 


III. Transactions that must be taken account of as debits in the Canadian 
balance of payments to cover situations arising when interest or prin- 
cipal on certain Canadian bonds is collected in sterling or United States 
dollars and not remitted to Canada. 


There are certain transactions excluded from the first section because of their 
inclusion in other items in the balance of payments statements. Among those 
excluded are the transfers of funds resulting from the purchase or sale of secur- 
ities outside of Canada through brokers or other security dealers resident in Can- 
ada, since a monthly record of Canada’s international trade in securities is 
obtained from these reporting agents in Canada. However, if a Canadian 
insurance company purchases or sells securities in a market outside of Canada 
directly and not through the agency of a Canadian broker or dealer, and if there 
is a transfer of funds between Canada and the other country in connection with 
the transaction, these movements will be reported on the schedule. 
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Interest or principal payments on Canadian bonds held in Canada with 
an option of payment in a foreign currency, when these payments have been 
collected abroad and transferred to Canada either immediately or subsequently, 
are also omitted from the schedule. If, however, the interest or principal is 
retained abroad and not remitted to Canada this must be accounted for in those 
cases where the securities involved are recorded as being held in Canada in the 
bond records used in connection with the estimates of international indebtedness 


The schedule sent to the British and foreign companies operating in Canada 
is divided into two sections as follows:— 


I. Movements of funds between branch or agency in Canada and head 
office or other offices outside of Canada. 


II. Movements of funds between branch or agency in Canada and other 
companies, policyholders or individuals outside of Canada not included 
in Section I. 


Certain transactions are also omitted from this schedule; viz., those move- 
ments of funds connected with the international purchase or sale of securities 
through brokers or other security dealers resident in Canada. Transfers 
between branch and head office bank accounts in Canada are excluded from 
the two sections, but are reported separately under “remarks” and are followed 
up specially when the amounts seem significant. Also omitted are remittances 
to home offices of interest and dividends on Canadian securities held outside 
of Canada, since such payments are recorded elsewhere. It should be noted 
that if funds are transferred by United States companies in Canada to their 
home offices for direct investment in the New York market, these amounts will 
be recorded on the schedule as part of the outflow of funds. 


The inclusion of Section II in these schedules takes account of the inter- 
national remittances that arise from transactions other than inter-company 
movements. Some of these transactions are carried out directly with policy- 
holders residing in a different country from the insurance office. Some are with 
other individuals and companies and, in this way, remittances connected with 
reinsurance arrangements in other countries are not overlooked. 


There is one class of insurance not completely taken account of by these 
schedules. Companies engaged solely in the underwriting of marine and inland 
marine insurance risks are not included among those receiving the schedules. 
But international remittances in connection with these risks are included on the 
schedules when the risks have been underwritten by companies engaged in the 
other branches of insurance. It is not believed that the omission of the remit- 
tances of Canadian companies engaged exclusively in the marine insurance 
business is serious. It would appear that the amounts involved are not large, 
and that marine insurance is best considered independently of the insurance 
item, as these transactions are, for the most part, directly associated with the 
commodity trade. Most, if not all, of the marine insurance business under- 
written in Canada will be in connection with the transportation of exports, and 
usually the costs are finally borne by the purchaser abroad. Insurance on 
imports to Canada will generally be written by insurance companies abroad. 
This insurance is an additional Canadian payment which should be taken 
account of, but the most practical method of doing this is by an estimate based 
on the value of imports from overseas, which should be included among trans- 
portation costs. Marine insurance on Canadian vessels, when placed with com- 
panies outside of Canada, will be included in the expenditures of Canadian 
shipping companies outside of Canada which are reported to the Bureau for 
the calculation of the shipping and freight item of the balance of payments. 


It should be noted that the companies whose movements of funds have been 
recorded are limited to those registered with the Dominion Department of 
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Insurance. However, Dominion registered companies account for the bulk of 
the insurance business in Canada. Of the net life insurance in force in Canada, 
December 31, 1935, more than 97 per cent was with Dominion registered com- 
panies. 


MovEeMENT or Funps, 1926-1937 


The statistics collected on the two schedules already described are pre- 
sented in various ways in Tables 31 to 38. It should be remembered that the 
movements of funds represented are limited to those which have not been 
recorded in other items of the balance of payments statement. In particular, 
movements of funds in connection with international purchases or sales of 
securities which have been executed through the medium of brokers, investment 
dealers or other agencies resident in Canada are not included in the insurance 
item as they are already included in the record of the international trade in 
securities. Other movements specifically omitted have been mentioned above. 


In describing the general characteristics of the movements of funds during 
this period, no attempt will be made to provide explanations for the tendencies 
revealed. Transactions of numerous individual companies do not move con- 
sistently in the same directions. Nevertheless, during this period the move- 
ments of funds between Canada and other countries have had very definite 
characteristics. From 1926 to 1928, the net movement was outward but 
in 1929 this direction was reversed with a large net inflow of $19 million 
which fell off to $9 million in 1930, but expanded to $34 million in 1931, in 
which year the gross inward movement was $41 million or tne largest inward 
movement recorded in the eleven-year period. In the three years which followed 
1931 the net movement was negligible, being only $1 million outward in each 
of 1932 and 1933 and $3 million inward in 1934. In 1935 another reversal of 
direction took place when there was a net outward movement of $18 million 
which in 1936 had grown to $26 million, The total outward movement of $45 
million in 1936 was the largest in any year during the period recorded. In 1937 
the net outward movement continued, but on a much reduced scale. 


An examination of the movements of funds in each year shows that the net 
outward movements in 1926, 1927 and 1928 were to both the United Kingdom 
and the United States, and the movements from 1929 to 1931 were from both 
countries. In each of these years the movements between Canada and the United 
States were heavier than those between Canada and the United Kingdom, 
although consistently in the same direction. However, in the three years 
1932 to 1934, when the total net movement was not pronounced, there was 
a net movement from the United Kingdom to Canada which was more than 
offset in the first two years by the net movement from Canada to the United 
States, and partly offset by this latter movement in 1934. In 1935 and 1936 
the outflow of funds was towards both of these countries which was a resump- 
tion of the movement characteristic of the years before 1929, but in much 
greater volume. In 1937 this movement to the United States continued. In no 
year were the movements of funds between Canada and countries other than 
the United Kingdom and the United States heavy, the practice of the large 
Canadian companies to accumulate, in London and New York, balances from 
their surplus income from branch operations in countries other than the United 
Kingdom and the United States being the probable explanation. 


Other interesting aspects of these movements are revealed by an inspection 
of the classes of companies concerned. In each year up to 1932, the net move- 
ments were, in the case of both Canadian companies and other companies, in the 
same direction as the total net movement. But in 1933, although there was a 
net total outward movement from Canada of only $1 million, the Canadian com- 
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panies accounted for a net inflow of $13.5 million, while the net outflow from 
Canada reported by United States and foreign companies was $14-7 million, and 
the net inflow from British companies was $0-2 million. In 1934 much the same 
tendencies were apparent except that the net inward movement to the Canadian 
companies exceeded the net outward movement from the other companies in 
Canada. In 1935 the net inward movement to the Canadian companies dropped 
to $2 million, while the net outward movement from other companies increased 
to about $20 million. In 1936 the movement to the Canadian companies, char- 
acteristic of preceding years, changed to a net movement from Canada of about 
$3 million, while the net movement from the other companies remained about 
the same. In 1937 the net inward movement to the Canadian companies was 
resumed. 

This analysis of the international remittances of insurance companies 
demonstrates how unpredictable these transactions are. There has been no con- 
sistent trend or total net movement that may be considered typical. How- 
ever, although there have been some abrupt changes in direction from one year 
to another. it appears that a definite movement in one direction is usually main- 
tained for several years. This suggests that the basic factors underlying the 
movements of funds may be subject to changes that require some time to 
develop. 


Remittances of the British and United States companies show more con- 
sistency in their direction than do those of the Canadian companies. In nine 
of the dozen years covered, the direction of the remittances from the British 
and United States companies was outward. They have been heavier in the past 
six years than in any of the earlier years recorded. This net movement was 
interrupted only in the years from 1929 to 1931. Remittances of the Canadian 
companies have been outward in four years and inward in eight. The year 
when this movement turned inwards coincides with the year when the remit- 
tances of the British and United States companies turned inward, but the inward 
movement to the home offices of the Canadian companies was of much greater 
magnitude and was sustained in the remaining years with the exception of 1936. 


Another interesting characteristic of the movements is that in only three 
years were the net movements small. Furthermore, the net movement has cus- 
tomarily represented a substantial proportiqn of the total movements each year. 


CHAPTER XXI 
Other Capital Movements 


Changes in international short-term assets and liabilities constitute the 
most important group of capital movements which have not been dealt with 
already. It is true that numerous short-term movements are connected with 
such items as insurance transactions, the capital transactions of international 
direct investments, and the international trade in outstanding securities, and 
have been considered in those specific items; but there is still to be examined 
the large group of other short-term transactions which have their origin mainly 
in the operations of Canadian banks, though some arise from other sources. 


Such short-term capital movements are very diverse in character and 
knowledge of them has usually been limited to the ‘net’? movements which 
have been deduced from changes in assets and liabilities. Even the data on net 
movements are erroneous to the extent that their fluctuations are due to changes 
in values or other independent factors rather than to actual movements of funds. 


Existing statistics of short-term assets and liabilities are also inadequate 
for the purpose of making any comprehensive study of causes and effects. This 
type of international transactions 1s executed mostly by or through banks, and 
the data concerning them are classified in the terminology of banking accounting 
(foreign deposits, bills payable, current loans, call and short loans, etc.). The 
primary purpose of such a classification is to indicate liquidity or some other 
characteristic significant from the banking point of view. In connection with the 
balance of payments and international indebtedness, other aspects are of prime 
importance. Knowledge concerning origin and purpose is indispensable if 
economic significance is to be accurately appraised. In this connection, it is of 
importance to consider the extent to which international short-term assets and 
liabilities are the official balances of governments or central banks, or balances 
of commercial banks, of corporations or of individuals, and the purpose they are 
meant to serve. 


As to purpose, the possibilities cover a wide range of economic activity. 
There is, for example, monetary policy, since some balances are employed for 
monetary purposes. Foreign assets used in this manner attract special attention 
and have a significance quite distinct from those held for purely commercial pur- 
poses. Among the latter are those of companies with international operations 
which maintain short-term balances abroad to meet current commitments. 
Many of these have been included and described in the chapters on the capital 
transactions of international direct investments, insurance companies, and freight 
transactions. But other firms not coming in these classes which export or import 
merchandise may have fluctuating assets and liabilities in foreign currencies. 
Foreign balances may also be acquired against maturing external capital obliga- 
tions. Speculative profits from exchange fluctuations may be the cause of short- 
term foreign assets to the credit of individuals or corporations. Political and 
economic uncertainties have given rise to international movements of “fugitive” 
capital which is also known under the caption “hot money” since the stability 
of such balances is subject to psychological and other volatile factors. Differ- 
entials in short-term interest rates in the capital markets of different countries 
are another source of movement. 

Not only the purposes but also the circumstances connected with the acquisi- 
tion and disposal of foreign assets are of significance for the balance of payments. 
If the assets have been acquired by an international transfer of funds, they belong 
to a different category from the point of view of the balance of payments than if 
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they were the result of a switching of foreign assets, such as the conversion of 
long-term into short-term, or if they originated in current external revenue or in 
the proceeds of an apparent, though not actual, import of capital. 

Moreover, the decision as to whether a transaction should be entered in the 
capital account as a short-term capital movement is often dependent upon how 
related items have been treated. “Offsetting” entries in the capital account are 
sometimes necessary, and have to be classified as short-term capital movements 
and so entered in the balance of payments statement, though no actual transfer 
of funds has taken place. 

This general outline is sufficient to indicate the great diversity of inter- 
national short-term assets and habilities and should make it clear that the ideal 
statistical classification of such transactions would vary according to the 
purpose for which it is made. For an ideal statement of international indebted- 
ness, it would be necessary to have gross short-term assets and liabilities classified 
in various ways to bring out the particular significance of the different kinds of 
indebtedness. For example, it would be of interest to know whether or not 
foreign balances were covered against exchange fluctuations by forward exchange 
contracts. For a balance of payments statement the ideal data would reveal 
the actual movements of funds resulting from changes in the short-term assets 
and liabilities, including information on the character, causes and effects, and 
relation to the other items of the current and capital accounts. 

Existing data fall far short of the ideal. International short-term assets 
and liabilities affecting the Canadian balance of payments arise, for the most 
part, through the operations of the Canadian banks. In so far as this is the 
case, they must be traced through those channels; but the consideration of the 
foreign assets and liabilities of the chartered banks is complicated by the 
existence of foreign business. As is well known, some of the Canadian chartered 
banks have important operations outside of Canada, maintaining, as they do, 
branches and agencies in other countries. A general banking business is con- 
ducted through some of the branches in other countries, particularly in Latin- 
American republics. As a consequence, the banks have incurred deposit and 
other liabilities in these countries as well as loans, discounts and other assets 
outside of Canada resulting from the branch operations. A considerable pro- 
portion of the external assets and liabilities of the Canadian chartered banks are 
the direct result of the business of foreign branches and not the result o any 
movement of funds from Canada. 

However, the external assets have customarily exceeded the external liabili- 
ties, indicating that a substantial part, at least, of the assets abroad is traceable 
to Canadian head offices. Reasons for this are easily found. As Canada is a 
country with a large volume of commercial and financial transactions with other 
countries and as, with one exception, there have been no branches of external 
banks in Canada in recent years, it is to be expected that a large volume 
of Canada’s international transactions is executed through the medium of the 
Canadian banks. The floating assets of the Canadian banks abroad, conse- 
quently, fluctuate as a result of these transactions and this is the source of some 
of the fluctuations in foreign assets. Under normal circumstances fluctuations 
of banking assets are among the factors acting to off-set temporary changes in 
the balance of payments, in this way assisting in relieving seasonal pressure 
and other disturbing influences upon the exchanges. 

The Canadian banks also have external operations on their own account. 
The practice has been followed of carrying some secondary reserves in the form 
of foreign assets. This was more characteristic of operations some years ago. 
In various periods substantial reserves have been invested in the short-term 
money markets of London and New York. Call loans and commercial paper 
have been a convenient form for such short-term investments, providing assets 
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which could be easily liquidated with no adverse effects on Canadian capital 
markets. In this way bank cash for Canadian credit requirements could be 
readily obtained. Assets abroad have also supplied a source of foreign funds to 
meet foreign exchange obligations. The practice of holding secondary reserves 
outside of Canada has been less characteristic of recent years, however, with 
the development of capital markets in Canada. Then, with the establishment 
of the Bank of Canada in 1935, another group of foreign banking assets has come 
into existence. 


A public statement is issued each month regarding the condition of the 
chartered banks, and certain groups of foreign assets and habilities are revealed 
in this return. Among the foreign assets identified are: gold and subsidiary 
coin held elsewhere than in Canada; government and bank notes other than 
Canadian; amounts due by banks and correspondents in the United Kingdom, 
and elsewhere than in Canada and the United Kingdom; public securities other 
than Canadian; call and short loans elsewhere than in Canada; and current loans 
elsewhere than in Canada. Foreign liabilities are indicated in the following 
items: deposits elsewhere than in Canada; deposits by and balances due banks 
and correspondents in the United Kingdom, and elsewhere than in the United 
Kingdom and Canada; and bills payable. 


But, as some external items are not disclosed by these classifications, and 
as those that are shown are not all adapted to the purpose of the balance of 
payments, annual changes revealed by the data shown in the monthly condition 
statements are not sufficient for the capital account of the balance of payments - 
statement. As an illustration, deposits elsewhere than in Canada may be 
made up of the deposits of residents of Canada as well as the deposits of 
foreigners; and this item, therefore, does not present the international lability 
exactly, although it does represent the liability of the banks in foreign cur- 
rencies. The item also includes foreign currency deposits in Canada, although 
these have been shown separately as well in recent years. The possibility of 
different situations accompanying foreign currency deposits in Canada also 
creates obstacles in the way of taking account of changes in foreign deposits in 
the balance of payments. Likewise, other items in the published monthly con- 
dition statement are not of a kind suitable for calculating the movement of 
banking funds, required for the balance of payments statement. A decline in 
net foreign assets would indicate the net credits and an increase would 
indicate the debits to be taken account of in the statement. But this procedure 
would be invalid in so far as the changes in the apparent net assets abroad 
were due to factors unaccompanied by movements of funds or to transactions 
elsewhere recorded in the balance of payments statement. 

Accordingly, a statement of net assets abroad more adapted to the purposes 
of the balance of payments statement is obtained each year from the Canadian 
Bankers’ Association. The net annual change in these assets as reported is 
entered in the capital account of the balance of payments statement, an increase 
in assets being recorded as a debit and a decrease as a credit entry. Since the 
establishment of the Bank of Canada, the net change in the external assets 
of that institution had also been taken account of in the banking item. 


Before the fluctuations in the foreign assets of the Canadian banks since 
1926 are described, some mention should be made of the other groups of 
international short-term assets and liabilities in which the changes are not 
recorded in the balance of payments statement because of lack of complete 
information. Among these are foreign deposits in the Canadian banks when 
these are in Canadian currency, and some short-term foreign assets and liabili- 
ties of Canadian individuals, corporations and governments when these are not 
held through the medium of Canadian banks. Examples are provided by the 
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Canadian currency deposits of foreign “fugitive” capital in Canadian banks, 
some deposits of Canadians in United States banks, money loaned on call in the 
New York money market by Canadian corporations, bills drawn on buyers 
abroad by Canadian exporters and not discounted at Canadian banks, “frozen” 
merchandise credits, etc. It should be pointed out, however, that probably the 
bulk of the international transfers of funds of many Canadian companies are 
recorded elsewhere in the capital account of the balance of payments. Among 
these concerns are insurance companies, transportation companies, Canadian 
companies with direct investments abroad, companies or branches. which are 
directly controlled in Great Britain, the United States, or elsewhere, and trust 
companies. For instance, any movements of funds connected with short-term 
investments of Canadian insurance companies in New York are included in the 
insurance item of the capital account. 

An examination of the annual changes in the net foreign assets of the 
Canadian banks as reported to the Bureau and shown in Statement XXXVIII 
reveals the extent to which these external assets have been reduced during 
the period under study. The sharpest reductions occurred in 1928 and 1929, in 
which period the net drop was $174:4 million. The downward movement, inter- 
rupted in 1930, was resumed in 1931 and continued downward for three years 
at a reduced rate, while an appreciable increase in external balances is evident 
in 1934 and 1937. 

Complete interpretations of these changes in the volume of external banking 
assets is difficult because of the complex background influencing them described 
above. The changes have been principally in the assets rather than in 
the liabilities and this in itself throws a certain amount of light upon the general 
explanation for the reduction in net assets. The reduction has evidently been 
due to other reasons than a reduction in the foreign branch business. Head 
office operations have no doubt been responsible for a considerable part of the 
reduction, although the general decline in the external commercial and financial 
relations of Canada durimg the depression must also have been a contributing 
factor. Although the decline in short-term money rates in New York may have 
contributed to the low level of foreign assets in recent years, it should be noted 
that a large part of the withdrawal of assets took place in 1928 and 1929 while 
short-term interest rates were still high. 

To consider adequately the monetary aspects of the annual change in net 
foreign banking assets, it would be necessary to examine the other changes in 
the balance of payments each year, together with the circumstances connected 
with them, as well as the internal monetary background in Canada. As this 
chapter is concerned more with description than with interpretation, the latter 
more complex aspects will not be dealt with here. 


XXXVITI. ANNUAL CHANGE IN NET ee OF CANADIAN BANKS ABROAD, 
1927-193 


(Declines represented by net credits and increases by net debits) 
(In millions of dollars) 


Year Net Credits] Net Debits 
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CHAPTER XXII 


Geographical Distribution of Transactions in the 
Canadian Balance of Payments 


Special qualifications apply to the distribution of balance of payments 
transactions by countries. Such may not be interpreted in the same manner 
as a statement of transactions between one country and all other countries, as 
the two types are not entirely analogous, quite apart from the statistical diffi- 
culties peculiar to a statement between two countries. 

The principal difference between a statement of transactions with all coun- 
tries and one between two countries lies in the relationship between the bal- 
ancing items of the current and capital accounts. In the former type of state- 
ment the balancing items in the current and capital accounts must, theoreti- 
cally, in a perfect statement, exactly offset one another. In practice, of course, 
such accounting accuracy is not attainable, and errors and omissions in the 
statement are reflected by the difference between the balancing items of the 
current and capital accounts. This close relationship between the balancing 
items of the current and capital accounts is a well founded assumption in 
theory because, in so far as debits and credits on current account do not balance, 
there must of necessity be offsetting transactions on capital account, although 
some of these may be of a transitory and elusive nature. 

A statement of balance of payments transactions between two countries, 
in contrast to one for a single country vis-d-vis the rest of the world, does not 
imply in theory a close relationship between current and capital transactions. 
For in transactions between the two countries there is a third factor, the possi- 
bility that debits or credits arising between the two countries may be offset 
by credits or debits arising from commercial or financial transactions with a 
third country. For example, credits obtained by Canada from trade with 
other countries may be used in settling debits in the United States of either 
a current or a capital nature. The possibility of settlement being made through 
transactions with a third country is a factor giving a statement of payments 
between two countries its peculiar character, in so far as there is freedom in 
exchange transactions between the currencies of the two countries. 

Besides the peculiar character of a statement of transactions between two 
countries, there are the special statistical difficulties attendant upon the segre- 
gation of transactions between countries. For, while the exact distribution 
of many transactions is recorded, information on the geographical distribution 
of many other transactions is less precise. In fact, in tracing the final inci- 
dence of some transactions it is often necessary to rely upon judgment, as 
the real incidence of a transaction may le concealed beneath the surface 
appearances of a situation. At times an arbitrary estimate of the final 
incidence of a transaction is unavoidable. In some instances where entries 
in the statement are in effect offsetting entries, a transaction appearing in a 
statement of payments between two countries may be offset by a transaction 
with some other country. Statements of transactions between Canada and 
another country or limited area are, therefore, subject to more qualifications 
than a statement of the balance of payments between Canada and all coun- 
tries. They do, however, illustrate the general character of commercial and 
financial transactions between Canada and the areas concerned. Finally, it 
should be noted that the classification of transactions by countries is gener- 
ally based upon the final incidence of the transactions rather than the cur- 
rency in which they were executed. 
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Some of the particular types of situation giving rise to difficulties in classi- 
fying transactions geographically should be pointed out. The countries of 
origin and destination of merchandise imports and exports have been taken 
as classified in Canadian trade statistics, although it is known that some situa- 
tions affect the significance of the country of origin or destination as classified 
in those statistics, when considered from the point of view of the balance of 
payments. Statistics on tourist expenditures do not permit an exact distri- 
bution of the trade between Canada and the United Kingdom and Canada 
and other overseas countries, although the trade between Canada and the 
United States is broadly delineated. 


Statistics on interest and dividend payments reflect the country of bene- 
ficial ownership or country of original sale rather than the currency in which 
the payments are made. Thus, interest on a Canadian bond owned in Great 
Britain but cashed in United States dollars appears in the tables as a payment 
of interest to the United Kingdom. The distribution of the interest and divi- 
dends item, however, in at least one important instance, may distort the 
balance of payments between Canada and the United States when considered 
separately, as dividends entered as a debit against Canada in the statement of 
transactions between Canada and the United States must be related to credits 
appearing in the statement of transactions between Canada and other countries. 
Situations such as this introduce unavoidable anomalies in a statement between 
two countries. The freight item and the various other miscellaneous groups of 
services are generally based upon records in which the country of incidence is 
definitely ascertainable, though there is an element of estimation present in 
the calculation of some freight transactions, more especially in those for earlier 
years. 


Distribution of capital movements by countries presents peculiar prob- 
lems, as the evidence of a financial transaction between Canada and the 
United States, for example, does not necessarily imply that the capital move- 
ment was on account of a resident of the United States. To illustrate, new 
issues of Canadian securities when floated in London or New York may be 
bought by investors in some other country. Similarly, when the securities are 
retired, the apparent outward movement of capital may be to the United 
States whereas the beneficial owners reside elsewhere. The statistics of new 
issues and retirements in most instances are based on the country of original 
sale, and therefore do not exactly reflect movements of capital between Canada 
and the country of beneficial ownership, and may overestimate movements 
of capital between Canada and the United States and Canada and the United 
Kingdom, and underestimate movements between Canada and other overseas 
countries. The item “ Other Security Transactions,” the recorded international 
trade in securities since 1933, likewise may underestimate transactions between 
Canada and countries other than the United States and the United Kingdom, 
although transactions executed directly between Canada and the “ other coun- 
tries’ are recorded as such. The Canadian purchases of Latin-American and 
European securities in the years before 1933 have been entered in the analysis 
of transactions as transactions with “ other countries,’ although the securities 
were usually sold in Canada by underwriting syndicates in New York, and 
the immediate flow of funds was from Canada to the United States. 


Annual changes in the net assets of Canadian banks in the United States, 
the United Kingdom and other countries have been taken as reflecting move- 
ments of capital between Canada and the countries concerned, although some 
of the changes may have been due to movements between the countries abroad 
rather than between those countries and Canada. The total net movement 
between Canada and all countries would not be affected by such changes in the 
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external distribution of foreign assets, and it does not seem improbable that 
the movements between Canada and each country are broadly if not exactly 
outlined. 


Insurance transactions shown geographically are the movements of funds 
between Canada and each country as reported by the companies concerned. 
The item therefore measures the direct remittances between Canada and each 
country or area. It does not necessarily reflect the country in which surplus 
balances may have originated, or the countries abroad to which balances may 
ultimately be transferred. For example, if funds have been transferred from 
the New York office to the Canadian head office of a company with interna- 
tional operations, this does not necessarily give rise to net payments by the 
United States to Canada when considered from the American point of view, as 
the balance transferred to Canada may have first accumulated in New York, 
from the surplus income from the operations of the Canadian insurance com- 
pany in countries other than Canada and the United States. Consequently, 
there would not be a net payment by the United States from the point of 
view of that country, although Canada under such circumstances would record 
a receipt. 


In the item of capital movements reflecting principally the operations of 
international direct investments, transactions have been generally classified 
according to the country of ownership in the case of British and foreign invest- 
ments in Canada, and the country of location in the case of Canadian direct 
investments abroad. This procedure results in the country of final incidence 
being recorded, although some anomalous situations arise when a statement of 
transactions between Canada and a single country is considered separately. 
For example, some United States concerns with branches or subsidiaries in 
Canada receive considerable amounts of the revenue from the sale in overseas 
countries of the products of their Canadian branches. In other words, the 
United States, rather than Canada, receives the proceeds from the sale of some 
Canadian exports to overseas countries. Thus, because of the exports, credits 
are entered in the statements of transactions with overseas countries which 
are offset in the statement of transactions between Canada and the United 
States by dividends or capital debits. 

Sufficient description of particular situations arising in the geographical 
distribution of transactions has been given above to illustrate the general 
qualifications that apply in interpreting a balance of payments statement 
between two countries. For purposes of broad interpretation, and for reveal- 
ing underlying transitions in the character of Canada’s international commer- 
cial and financial transactions, statements of transactions by countries provide 
valuable data. They should be regarded, however, as generally less accurate 
than the statements of the balance of payments with all countries. 


GEOGRAPHICAL DISTRIBUTION OF CURRENT ACCOUNT TRANSACTIONS IN Goons, 
GOLD AND SERVICES, 1926-1937 


The Canadian balance of international payments has displayed fairly 
definite outlines throughout the period from 1926 to 1937, as far as the general 
geographical distribution of current account balances is concerned, as may be 
observed from Tables 52-55. The principal source of net credits has been 
the trade with the United Kingdom and other overseas countries, whereas 
current account transactions with the United States have customarily resulted 
in substantial net debits, particularly in the earlier years of the period. Credits 
have exceeded debits on current account transactions with all countries in 
the twelve year period except from 1929 to 1932. In the first two of 
these exceptional years current debits arising from transactions with the 
United States were unusually large, while in 1929, 1930 and 1931 debit balances 
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resulted from current account transactions with the United Kingdom. Examina- 
tion of the current accounts between Canada and the United Kingdom, 
the United States and other countries elucidates the particular character of 
the commercial relations of the Dominion with each of those three areas. 


In current account transactions with the United Kingdom, shown in Table 
53, the merchandise trade and interest and dividends have been the most 
important items each year, although from 1933 to 1937 credits from sales of 
gold have in some years been quite substantial as well. The other groups of 
transactions—the tourist trade, freight receipts and payments and miscellaneous 
services—have not been of primary importance in so far as their net effects upon 
the balance of payments are concerned. Credit balances from the merchandise 
trade have been the rule, ranging from $293-0 million in 1926 to $62-9 million 
in 1930. There were also credit balances from gold supplementing these in 
1928 and 1931 and in each year from 1933 to 1937. Offsetting in part the credit 
balances from merchandise and gold there have been the debit balances arising 
from the other groups of transactions, notably interest and dividends. The 
result has been that credits have exceeded debits from current account transac- 
tions each year from 1926 to 1937, with the exception of 1929, 1930 and 1931. In 
those three years a combination of circumstances, in which reduced credits from 
the merchandise trade occurred in the same years in which debits on account 
of interest and dividends were exceptionally high, resulted in the development 
of debit balances on current account of $62-2, $73-3 and $44-6 million 
respectively. 


The current account between Canada and the United States has resulted 
in debit balances of varying size in every year, with the possible exception of 
1935, when estimated debits and credits practically balanced. In each of the 
principal items the characteristic direction has been maintained throughout 
the twelve years. Thus, customarily in each year the total debit balances from 
merchandise, interest and dividends, freight receipts and payments, and, in 
some years, from miscellaneous services, exceeded credits from gold and the 
tourist trade. However, varying trends and degrees of flexibility and relative 
importance are revealed in the different items during the twelve-year period. 
Thus, in each of the latter six years of the period the debit balances on 
merchandise trade were of much smaller proportions than those in the earlier 
years. Wide fluctuations in the merchandise balance were frequent throughout 
the period. The export of non-monetary gold to the United States has been a 
growing source of credits in the years following 1933, the United States being 
the principal market for the increasing Canadian production. In 1933 exports 
to the United Kingdom provided the majority of credits from gold. Credits 
from the tourist trade and debits from interest and dividend payments 
between Canada and the United States have been of comparable proportions, 
especially in the earlier years of the period, and therefore largely offsetting 
each other statistically. Because of the greater rigidity in the interest pay- 
ments, debits on interest and dividends account greatly exceeded credits 
from the tourist trade in 1933 and 1934. Although the tourist trade expanded 
in 1935, increasing dividend payments resulted in a continued excess of 
debits on account of interest and dividends over credits from the tourist trade. 
This contrasts with an excess of credits from the tourist trade over debits from 
interest and dividends in 1927, 1928 and 1929. The balance of debits on all 
current account transactions with the United States was particularly large 
between 1926 and 1930, and fluctuations during those years were closely related 
to changes in the merchandise trade. Reduced debit balances on current 
account since 1931 coincide with lower debit balances on merchandise account, 
but fluctuations in the current account balance in the years after 1931 were 
influenced chiefly by the gold, tourist trade and interest and dividend items. 
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In every year from 1926 to 1937 there have been substantial credit 
balances from current account transactions with countries other than the 
United States and the United Kingdom. These have varied from $213-2 
million in 1928 to $57-2 million in 1931, and in 1987 the credit balance amounted 
to $96-7 million. The merchandise trade has been the principal source of credits 
throughout the period, net credits ranging from $206-9 million in 1928 to $40-6 
million in 19385. In every year the income from Canadian investments overseas 
has exceeded interest and dividends paid to other countries by balances growing 
from $13-3 million in 1926 to $42-0 million in 1937. Payments for miscel- 
laneous services, and other items, chief among which are immigrants’ remittances, 
have given rise to fairly constant debits throughout, while gold, the tourist trade 
and freight transactions have been relatively unimportant. 


GEOGRAPHICAL DISTRIBUTION OF CapiTaAL ACCOUNT TRANSACTIONS, 1927-1937 


As is to be expected, total net capital transactions between Canada and 
all countries, as revealed in the capital account, bear a close comparison with 
the balance on current account between Canada and all countries, for in theory 
the two balances are offsetting. In every year except 1932 the balance in the 
current account is offset more or less completely by a balance with an opposite 
sign in the capital account, demonstrating that, with the exception of 1932 
when the balancing items were unusually small, net capital transactions in 
the capital account and the net capital movement as indicated by the current 
account have confirmed each other in direction. The residual item, reflecting 
the difference between the balancing items of the current and capital account, is a 
measure of the accuracy and completeness of the statement for each year. 


As has already been pointed out, there is no necessary theoretical or 
practical relationship between the balancing items in the current and capital 
account relating to any two countries. The balancing items of the current and 
capital account shown in Table 39, clearly disclose the lack of a close relation- 
ship between current account and capital account transactions in reference 
to Canada and either the United Kingdom, the United States or other countries. 
In many years the net current and capital account transactions between Canada 
and any one of these areas have a common sign. 


The net movement of capital between Canada and all countries during the 
period has been outwards in direction with the exception of the three years from 
1929 to 1931. The movement of capital between Canada and the United 
Kingdom has been outwards on balance throughout, with the exception of 1933 
and 1934, when there were substantial inflows from the United Kingdom. Capital 
movements between Canada and the United States show a pronounced change 
after 1932. Large outward movements of capital to the United States each 
year from 1933 onwards contrast with the inflows of capital from that country in 
earlier years. Capital movements between Canada and countries other than 
the United States and the United Kingdom were generally outwards in the earlier 
years and inwards since 1935. 


Movements of capital between Canada and the United Kingdom, with 
some important exceptions, have been relatively moderate as far as the net 
balances are concerned, during the period under review. A steady but mod- 
erate outflow of capital on balance from Canada for the retirement of Cana- 
dian securities was interrupted in 1933 and 1934 by the credits from the flota- 
tion of Dominion Government issues in the London market in those years. 
Trading in outstanding securities between the two countries also resulted in 
outflows of capital up to 1932, mainly arising from the repurchases of Cana- 
dian securities by Canada. From 1933 on, however, inflows of capital were 
prevalent from the trade in outstanding securities with the United Kingdom, 
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notably in 1933 and 1934. Changes in the sterling assets of Canadian 
banks have fluctuated irregularly during the period and have only had 
very appreciable effects upon the capital account in several years. Likewise, 
other movements of capital have usually been relatively unimportant in their 
net effects, although in 1935 and 1936 outward movements to the United 
Kingdom from the operations of insurance companies and direct investments 
contributed perceptibly to the total outward movement of capital predominant 
in those years. In 1933 and 1934, as already noted, there were pronounced 
inward movements of capital from the United Kingdom. Combinations of 
circumstances helped bring about this change in direction; the flotation of new 
Dominion issues in London, unusually heavy net sales in the trade in out- 
standing securities, and substantial inflows of funds from the operations of 
insurance companies, all contributed to a concentration of inflows of capital 
in those two years, in contrast with outflows of capital occurring on balance 
in other years during the period. 


Two sharply defined periods are evident on examination of the capital 
account between Canada and the United States. Up to 1932 inflows on bal- 
ance characterized the capital movement between the two countries, in con- 
trast to the large net outflow that developed in 1933 and continued thereafter. 
But in the earlier period, although there were inflows of capital on balance 
each year, there were very heavy outflows of capital through the trade in 
outstanding securities. Canadian purchases of United States stocks and 
repurchases of Canadian securities owned in the United States were especially 
heavy in 1927-1929; but in each year large inflows of capital from the 
flotation of new issues of Canadian bonds in New York, from the repat- 
riation of Canadian banking assets in the United States, and for the estab- 
lishment and development of United States direct investments in Canada more 
than counterbalanced the outflow of capital through stock exchange trans- 
actions in those years. In 19380 the volume of capital raised through the sale 
of new issues in New York was extraordinarily large, and, as the outflow of 
capital arising from transactions in outstanding securities had dwindled, 1930 
marks the year of heaviest capital inflow during the period under review. Con- 
tributing to the outflows of capital that have featured capital movements 
between Canada and the United States since 1933 have been two factors of 
special importance. The decline in new issues sold in United States capital 
markets, and the growth in the volume of retirements of Canadian bond issues 
owned abroad, have had the effect of producing large outflows of capital on 
balance in each year since 1933, in contrast to the net inflows of capital prior 
to 1933 arising from the sale of new issues. The other factor of importance 
has been the change in direction in the net capital movements connected with 
United States direct investments in Canada. Up to 1931, in the period in which 
the expansion of these investments was most pronounced, there were predom- 
inant inward movements of capital; but since 1932 the movement of capital has 
been outwards on balance and at times in very substantial volume. Capital 
movements connected with Canadian direct investments in the United States 
have also been mostly outwards in direction. The outward movements of 
capital of recent years were also augmented by increases in the assets of the 
Canadian banks in the United States in 1934, 1935 and 1936 and net purchases 
by Canada of outstanding securities from the United States in 1934, 1936 and 
1937. The outflow of capital through this trade was: most pronounced in 1934. 


Movements of capital between Canada and countries other than the 
United Kingdom and the United States have been generally light and irregular in 
direction in the years shown in the table, with the exception of 1927 and 1928 
when the outflow of capital arising from the purchase of new issues of foreign 
securities by Canadians was very heavy. There has been a small outflow of 
capital in most years for the retirement of Canadian securities originally sold 
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abroad. It is also probable that some of the retired securities shown in other 
tables as held in the United Kingdom and the United States were held in other 
countries. Except in 1927 and 1928 other security transactions have not been 
large, although in 19387 the balance of sales of Canadian securities to other 
countries expanded appreciably. Net assets of Canadian banks have gener- 
ally declined during the period, and in some years the declines have been con- 
siderable. Other capital movements have been moderate, with inflows more 
characteristic of earlier years and outflows of later years. 


Net Torau CurrRENT AND CapiraL Account TRANSACTIONS 1927-37 


When the balances on current and capital accounts are considered together 
for each of the three countries or areas discussed above, the general character 
of the commercial and financial relations between Canada and each becomes 
evident. The balance on current account with a single country and the bal- 
ance on capital account with the same country, when added together, reveal 
in broad perspective the general direction of the total commercial and financial 
transactions with the country, indicating whether, on balance, a supply of foreign 
exchange accrues to Canada or whether foreign exchange obtained from com- 
mercial or financial transactions with additional countries is employed in 
settlements. A brief description of total net transactions on current and capital 
accounts with each country or area are shown in Table 39. 

In six of the eleven years for which data are available, the balancing items 
of the current and capital accounts between Canada and the United Kingdom 
were of opposite sign. In other words, they tended to offset one another 
and the net total transactions on current and capital accounts are accord- 
ingly less than the net transactions on either current or capital account. Thus 
in 1927 and 1928, and from 1935 to 1937, some of the large net credits shown on 
current account were offset by debits on capital account with the United King- 
dom, while in 1932 debits on capital account exceeded credits on current account. 
In contrast, in three of the other five years (1929 to 1931), the customary debits 
on capital account were augmented by substantial debits on current account as 
well. In 1933 and 1934, on the other hand, large net credits were not only 
again realized on current account but to these must be added the credits on 
capital account that were derived from the extraordinarily heavy inflow of 
capital in those years. 

The balancing items of the current and capital accounts between Canada 
and the United States also showed opposite signs in six of the eleven years, if 
the insignificant balance of credits in 1935 is disregarded. But, in this case, 
the six years are consecutive, large net debits on current account from 1927 
to 1932 being partly offset by credits in the capital account reflecting inflows 
of capital on balance from the United States that were particularly heavy in 
1929 and 1930. In 1933 and subsequent years, however, there developed par- 
ticularly large net debits on capital account with the appearance of the net 
outflows of capital to the United States characteristic of each year since 1938. 
These net debits on capital account, added to the net debits on current account, 
produced unusually large totals of net payments to the United States from 1933 
onwards. The resulting increase in total commercial and financial payments to 
that country was chiefly the consequence of increased outflows of capital, as 
debits on current account with the United States in the latter years of the period 
have been relatively light. 

In transactions with other countries the large balances of credits on cur- 
rent account have been the predominant group. In some of the earlier years, 
most notably 1927 and 1928, the credits on current account were partly offset 
by debits from the export of capital, but in five of the other years credits on 
current account have been increased by small credits on capital account as 
well. However, no marked trend in the capital movements is evident. 
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With regard to the broad pattern of commercial and financial relations 
with each of the three areas, it is noteworthy how divergent these are in most 
years. In only three years have the net balances of all payments between 
Canada and the United Kingdom and Canada and the United States been in 
a common direction, viz., 1929, 1981 and 1932. In all the other years 
(except 1930, when credits on capital account with the United States were 
particularly large) there were substantial debits from total transactions with 
the United States. considerably in excess of balances of credits from total com- 
mercial and financial dealings with the United Kingdom. Net credits have 
been consistently derived from total transactions with other countries. 


As the transactions under discussion are reflected in foreign exchange, 
the analysis of balance of payments figures by countries also throws some light 
upon the general background of foreign exchange dealings affecting the Cana- 
dian dollar. Although the analysis by countries does not exactly reflect the 
currencies in which transactions are executed, it does generally reflect the balance 
of payments between residents of Canada and residents of each of the countries 
or areas shown. The close relationship of the Canadian doilar with sterling 
and the United States dollar is therefore evident in the general character of the 
balances of payments between Canada and the countries shown. 


Some attention should be drawn to the theoretical relationship between 
the residual item and the total net current and capital transactions between 
Canada and each of the three areas. As has already been explained, the resi- 
dual item represents the difference between the balancing items of the cur- 
rent and capital accounts and reflects, therefore, errors or omissions in the 
statement. In a complete and perfect statement the residual would be zero. 
In Table 39 analyzing the current and capital accounts by countries, the resi- 
dual item is the amount by which either the balancing items of the current 
and capital account with all countries, or the total net current and capital 
transactions between Canada and the United Kingdom, the United States and 
other countries, fail to offset one another. In other words, the residual item 
is the difference between the total debits and the total credits that have been 
estimated in the current and capital accounts. In so far as debits and credits 
fail to balance, this is due to the omission of transactions in either the current 
or the capital account or to inaccurate estimates in either account. 
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178 CANADIAN BALANCE OF INTERNATIONAL PAYMENTS 


TABLE 2.—BRITISH AND FOREIGN DIRECT INVESTMENTS IN CANADA 
Investment in Canadian operations of companies carrying on some or all of their operations in Canada 
which are branches of or controlled* by companies incorporated outside of Canada, or are controlled* 
by individuals domiciled outside of Canada.t 
A. Total British and Foreign Control—End of 1936 and 1937 


(Values in thousands of dollars) 


Distribution of Ownership 


Number 
Type of Business Year | of Com- Bee ae 
‘ance Casas United Great _ Other 
States Britain Countries 
MOP aL sc ek 1936 2,455 |2,812, 030-4 455,686-4 |1,861,361-3 445, 603-8 49, 378-9 
1937 2,440 |2,807,984-7 | 436,927-1 |1,886,137-0 | 430,427-7 54, 492-9 
Manufacturing........ 1936 1,160 |1, 244, 428-2 140, 527-2 929, 326-9 169, 074-0 5,500-1 
1937 1,180 |1, 264, 250-1 134, 826-9 958, 421-0 163, 980-9 7,021-3 
Cyt: Spa eaveaai > A 1936 131 366, 369-1 80, 041-2 222,150-5 58, 485-7 5,691-7 
1937 185 | 363,444-7 82,083-2 | 218,351-8 56, 486-6 6, 523-1 
telat e ss ey aite eae. 1936 120 | 597,531-0 | 187,003-5 | 383,766-3 22,802-6 3, 958-6 
1937 111 | 595,652-9 | 171,412-6 | 395,078-0 25, 634-1 3,528 -2 
Merchandising....... 1936 514 | 177,657-4 13, 595-3 120, 049-0 41,336-4 2,676-7 
1937 515 186, 527-6 11,617-0 130, 234-3 41,934-9 2,741-4 
Financial). 20. fer see 1936 401 363, 329-5 18, 130-8 161, 323-1 152,772-6 31,103-0 
1937 417 339, 441-4 21,716-8 143, 833-5 140, 301-2 83, 589-9 
Miscellaneous........ 1936 129 62,715-2 ‘16, 388-4 44,745-5 1,132-5 448-8 
1937 132 58, 668-0 15, 270-6 40, 218-4 2,090-0 1,089-0 
B. British Control—End of 1936 and 1937 
(Values in thousands of dollars) 
Total: iat; eens 1936 383 | 442,480-9 39, 091-8 16,839-3 | 384,731-1 1,818-7 
1937 402 423,314-7 36, 783-7 17, 069-1 367, 163-0 2,298 -9 
Manufacturing........| 1936 111 194, 776-6 28, 123-9 12, 125-7 152, 947-1 1,579-9 
1937 121 185, 528-6 25, 028-9 12,832-7 145, 794-5 1,872-5 
LEE Cy c! ee Oy 1936 17 31,470-5 4,388 -2 1,618-4 25, 286-1 177-8 
1937 18 29,373-8 5, 241-4 1,124-1 22,831-8 176-5 
TT: eee eC 1936 5 3'| O20 Pr len  o aRecee eas | scat ane o 13,026: |. eee 
1937 5 UA: fh Ms a ulema ea, WALRAD Sena 15, 298-7 182-8 
Merchandising...... 1936 111 44,160-1 2,821-7 72-4 41, 227-0 39-0 
1937 117 | = 44, 608-3 2,662-5 79-2 41,822-6 44-0 
Financial... 6.6) eek 1936 130 | 157,930-8 3, 744-4 3,016-3 151, 148-1 22-0 
1937 132 | 146,259-8 3, 849-4 3,026-0 | 139,361-3 23-1 
Miscellaneous........ 1936 9 1,116-8 13-6 6-5 2, O86 -% 1. ue bce 
1937 9 2,062-7 1:5 7-1 as OD4 4-4}. tio) eee 


_  * Concentration in one external country of 50% or more of the total investment in a Canadian company 
is accepted as prima facie evidence of control. 
+ Subsidiaries of Canadian companies which come within the above definition are themselves con- 


sidered as coming within the definition. 
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TABLE 2.—BRITISH AND FOREIGN DIRECT INVESTMENTS IN CANADA 
Investment in Canadian operations of companies carrying on some or all of their operations in Canada 
which are branches of or controlled* by companies incorporated outside of Canada, or are controlled* 
by individuals domiciled outside of Canada.t 


C. United States Control—End of 1936 and 1937 


(Values in thousands of dollars) 


Distribution of Ownership 


Number 
Type of Business| Year | of Com- | ~__10t@! 


F Investment 
Ranies Ghnada United Great Other 
States Britain Countries 

PEOLOE: piece te Sica 1936 1,997 |2,317,940-9 405,414-1 |1,844,407-3 60, 835-9 7, 283-6 

1937 1,952 |2,3380, 820-6 390,007-8 11,868, 859-7 63, 236-9 8,716-2 

Manufacturing........: 1936 1,035 |1,046,596-1 112,177-5 | 917,187-2 16, 121-4 1,110-0 
1937 995 |1,074,407-3 109,574-6 | 945,574-5 18, 180-9 1,077-3 

Biining | 3.2 Secs,» 4 1936 108 | 333,909-6 75,606-5 | 220,472-3 33, 184-6 4,646-2 
1937 110 332,894-4 76, 605-4 217,161-2 33, 639-8 5,488-0 

Utility ence et 1936 Halt 578,972-7 184, 263-0 383, 766-3 9,776-5 1,166-9 
1937 103 | 577,094-2 | 169,893-1 | 395,078-0 10,335-4 1,787-7 

Merchandising....... 1936 376 130, 642-9 10,571-5 | 119,935-7 100-2 35°5 
1937 374 139, 024-0 8,807-5 | 130,104-2 112-379 eT 

PINOT ClA Nee sté ces 1936 250 | 166,355-1 6, 422-1 158, 306-8 1,617-4 8-8 
1937 254 151, 740-0 9,990-9 140, 807-5 932-6 9-0 

Miscellaneous........ 1936 i kg 61,464-5 16,373°-5 44, 739-0 35-8 316-2 
1937 116 55, 660-7 15, 136-3 40, 134-3 35:9 354-2 

D. Control in Countries other than Canada, the United States or Great Britain— 
End of 1936 and 1937 
(Values in thousands of dollars) 

POUR. t. reee esd 1936 75 51, 608-6 11, 180-5 114-7 36-8 40, 276-6 

1937 86 53, 849-4 10,135-6 208 -2 27-8 43,477-8 

Manufacturing........| 1936 14 3,055°5 225-8 14-0 5:5 2,810-2 
1937 14 4,314-2 223-4 13-8 5-5 4,071-5 

1 Ge Mapa a ga 1936 6 989-0 46-5 59-8 15-0 867-7 
1937 7 1,176-5 236-4 66-5 15-0 858-6 

ROM LGEY Eos ois ona ee a 1936 4 5, b02°2 yey £4 KO Ba Beara SURG OB ce A 2,791-7 
1937 3 3,077-2 PE DTG SO. List Ge onde lene peaoerrasaet 13557 -7 

Merchandising....... 1936 HH, 2, 854-4 202-1 40-9 9-2 2,602-2 
1937 24 2,895-3 147-0 BORE ea Ae ke 2,697-4 

MAA CIO see haces 6s 1936 21 39, 043 -6 TOBE Babee, tor nay: 7-1 31,072-2 
1937 31 41,441-6 Ti BOON od oo oe eee 7:3 33,557°8 

Miscellaneous........ 1936 3 133-9 LACE: Gat | apes aE CLUE eg tener Deter 132-6 
1937 a 944-6 132-8 CHEE A NA i ts Ba 734°8 


i! Concentration i in one external country of 50% or more of the total investment in a Canadian com- 
pany is accepted as prima facie evidence of control. 

t Subsidiaries of Canadian companies which come within the above definition are themselves con- 
sidered as coming within the definition. 
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TABLE 3.—ESTIMATED CANADIAN INVESTMENTS ABROAD, DECEMBER 31, 1926-1937 


Country and Description 


Att CouNnTRIEsS— 

Canadian Government Credits....... 
Estimated Net Assets of Canadian 

Banks Outside of Canada........... 
Foreign Securities Held in Canada by 

Canadian Insurance Companies..... 
DirectiInvestments. :.... 722 e5..... 
Miscellaneous Investments............ 


Grand <Lotalsesjee eee 


Unitepo Kincpom— 
Canadian Government Credits....... 
Estimated Net Assets of Canadian 
Banks Outside of Canada........... 
Foreign Securities Held in Canada 
by Canadian Insurance Companies. . 
Direct, Investments. .-osF-20t. vee... 


UNITED StTaTES— 
Canadian Government Credits....... 
Estimated Net Assets of Canadian 
Banks Outside of Canada........... 
Foreign Securities Held in Canada by 
Canadian Insurance Companies..... 
Direct Inveatments. .4)/.2:405 JO: 


OTHER COUNTRIES— 
Canadian Government Credits....... 
Estimated Net Assets of Canadian 
Banks Outside of Canada........... 
Foreign Securities Held in Canada by 
Canadian Insurance Companies..... 
Direct Investments... 4. osteo... ee 


(In millions of dollars) 


1926 1927 1928 1929 1930 1931 
36-1 32°4 31-1 30-9 30-7 30:5 
370-3 354-2 267-6 179-8 180-2 152-5 
91-4 124-2 156:5 184-6 156-7 154-5 
397-0 401-5 412-0 423-5 443-0 445-0 
458 -0 602-0 725°0 810-0 842-0 856-0 


ne | a | a | | | 


1,352-8 | 1,514:3 | 1,592-2 | 1,628-8 | 1,652-6 1, 638-5 


42-0 42-7 34-1 30:8 40-3 23-2 
0-6 1-0 1-2 1-3 3°4 3°4 
7-0 7:5 8-0 8-5 14-0 14-0 

10-0 10-0 10-0 10-0 10-0 10-0 

59-6 61-2 53°3 50-6 67-7 50:6 

262-4 246-2 183-3 91-8 90-2 77°3 

70-6 95-4 120-4 142-0 123-9 123-5 

250-0 251-0 257-0 259-0 260-0 260-0 

195-0 278-0 357-0 437-0 459-0 468-0 

778-0 870-6 917-7 929-8 933-1 928-8 

36-1 32-4 31-1 30-9 30-7 30-5 

65-9 65-3 50-2 57-2 49-7 52-0 

20-2 27°8 34-9 41-3 29-4 27-6 

140-0 143-0 147-0 156-0 169-0 171-0 

253-0 314-0 358-0 363 -0 373-0 378-0 

515-2 582-5 621-2 648-4 651-8 659-1 
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TABLE 3.—ESTIMATED CANADIAN INVESTMENTS ABROAD, DECEMBER 31, 1926-1937 
—(Concluded) 


Country and Description 


Att CouNTRIEsS— 


Canadian Government Credits....... 


Estimated Net Assets of Canadian 


Banks Outside of Canada........... 


Foreign Securities Held in Canada by 


Canadian Insurance Companies..... 
IDTrectManVestments. pice. .as dhs oe ta's 


Miscellaneous Investments........... 


Grand Totals/2. Aes 


Unitep KiInapom— 


Canadian Government Credits....... 


Estimated Net Assets of Canadian 


Banks Outside of Canada........... 
Foreign Securities Held in Canada by 
Canadian Insurance Companies..... 
Direct (pvestments. «0.05 eds bs ace ae 


Unitep Strates— 


Canadian Government Credits....... 


Estimated Net Assets of Canadian 


Banks Outside of Canada........... 


Foreign Securities Held in Canada by 


Canadian Insurance Companies..... 
Direct Investments. ................. 


OTHER COUNTRIES— 


Canadian Government Credits....... 


Estimated Net Assets of Canadian 


Banks Outside of Canada........... 


Foreign Securities Held in Canada by 


Canadian Insurance Companies..... 
Direct Investments. . 01... Rew 


(In millions of dollars) 


1932 


1933 


1934 


1935 


1936 


1937 


J | | | | —_____—__—_ 


19-9 
173-0 


173-0 


a | ee 
ee oo 


613-4 


619-4 
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TABLE 4.—CANADIAN DIRECT INVESTMENTS ABROAD IN BRANCHES, SUBSIDIARIES, 
ETC., BY TYPES OF BUSINESS, END OF 1937 


(Values in thousands of dollars) 


In All Countries In United States 


Type of Business Abroad Number Nuvttar Number Number 
of | of Sub- Value of fSub- | Value 
Canadian lianas of Canadian PO of 
Parent nn Invest- Parent a ae 4 os Invest- 
bos Abroad | ™ment ee ‘Abroad’ | | ment 
Total Investment Abroad........ 121 337 | 510,728-9 94 218 | 327,865-7 
Merohandiging | i253es ee eek ees oes 20 = Hf 7,821-0 13 15 1,617-5 
Manufacturing iis Muh ere bea eeu 60 158 120, 883-5 52 109 87,771-5 
Mining, Petroleum and Products........ 32 47 125, 436-5 28 34 26, 196-2 
Utilities, Transportation and Miscel- 
laneous. hdtt . 0. fuk. heoe ss se be 12 95 | 256,587-9 7 60 | 212,280-5 


In United Kingdom In Other Countries 


Number Number 


Type of Business Abroad He Numb er Pane . Number oat 
Canadian widtaries of Canadian ‘diari of 
Parent ahs Invest- Parent | ® pve eS | Invest- 
cies | Abroad | Phent. [fem | Alfosdal ame 
Total Investment Abroad........... 23 34 13, 186-0 30 85 169, 677-2 
Merchandising......... ONE EL dhe KEI, 9 9 1,339-4 7 13 4,864-1 
Manufacturing....... i FIR a RES 11 21 6,779-1 10 28 26,332-9 
Mining, Petroleum and-Products..ccecce et eee borate elo ses 8 13 99, 240-3 
Utilities, Transportation and Mis- 
31 39, 239-9 


COLANMOUS cane» ¢is o Se a ree eT 3 4 5, 067-5 8 


* The numbers of Canadian parent companies do not add exactly as several companies operate in 
more than one area, and in more than one type of business. 
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TABLE 5.—CANADIAN DIRECT INVESTMENTS ABROAD IN BRANCHES, 
SUBSIDIARIES, ETC., BY TYPES OF ORGANIZATION AND KINDS OF 
SECURITIES, END OF 1937 


(Values in thousands of dollars) 


Type of Organization 
and Country 


Aut CouNTRIES— 

Incorporated Subsidiaries— 
Wholly-owned........... 
Other Controlling Equit- 

IORI te Oe wdek an 
Unincorporated Branches, 
Agencies, etc............ 
Miscellaneous (Unincorpor- 
ated Mining Claims, Oil 
Leases, Gt. ks ee. ee 


Unitep States— 

Incorporated Subsidiaries— 
Wholly-owned........... 
Other Controlling Equit- 

ETE ee AERA, AE eo MO o4 
Unincorporated Branches, 
Agenciés ete 7. a. es fare 
Miscellaneous (Unincorpor- 
ated Mining Claims, Oil 
Tease; ete.) 5223... cn « 


Unirep Kinapom— 

Incorporated Subsidiaries— 
Wholly-owned........... 
Other Controlling Equit- 

Pele aca Os eee as 
Unincorporated Branches, 
Agencies, etc............ 
Miscellaneous (Unincorpor- 
ated Mining Claims, Oil 
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Number | Number 
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Canadian| Subsidi- 
Parent aries 
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*The numbers of Canadian parent companies do not add exactly as several companies operate in 
more than one area, and in more than one type of organization. 
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TABLE 9.—GOLD EXPORTS AND IMPORTS, 1926-1937 


A. Total Gold Exports ! 
(Millions of dollars) 


Month 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 
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; 1 Recorded Exports adjusted for changes in earmarked accounts in 1936 and for changes in market 
value. 
B. Gold Imports 2 
(Millions of dollars) 

Month 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1982 ] 1933 | 1934 | 1935 | 1936 | 1937 
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2 As recorded, less estimated silver coin, and excluding commercial gold. 3 Distributed over 


various months in small amounts. 


C. Net Non-Monetary Gold Exports 4 
(Millions of dollars) 


Month 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 
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4 A minus sign denotes a net import. 
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TABLE 9.—_GOLD EXPORTS AND IMPORTS, 1926-1937 (Concluded) 
D. Net Monetary Gold Exports 4 
(Millions of dollars) 


Month 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 
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4 A minus sign denotes a net import. 


E. Purchase of Domestic Gold for Canadian Monetary Stocks 
(Millions of dollars) 


Month 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 
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April 2 hy. bacitee 1-9 0-6 Blo boa0l < eisee: DAD. io tiscisdktte aie ey he 3-4 
VEO Vee ab ncltti nc cr kanes 2-3 2B 253 0-3 <8) PQAT is Shes ord sb crac » + flops aifte ls tees bore eee 
UMC ee eat Sav ke wc a PAD) DOR eee Wee ee: OG ae ek | See On ae oe 1-7)... .. slice 
HATE SUA Oe ee eR OE a, AES i LN Se © Co ee 0-2 1-7 Ee) ee ce re MU 
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TABLE 12.—_INTEREST PAYMENTS ON CANADIAN BONDS AND DEBENTURES 
HELD OUTSIDE OF CANADA, BY GROUPS OF BORROWERS, 1927-1937 


(In millions of dollars) 
A. Total Interest on All Bonds Held Outside of Canada 


Steam Railways Other 


Year Dominion! | Provincial! | Municipal Not Corpora- Total 
Guaranteed CHapeatend tions 


———_ | | | | SL Tt 


DOTA 5 oe ee 28-4 20:7 17°5 27-4 26-4 30-9 151-3 
NOS arin thi wns 28-1 21-7 18-3, 20°7 26-8 36-3 158-9 
MDZ ee oc age 27°8 23°3 18-6 29-7 27-4 37-0 163-8 
TVSO Peis ws» 0s. 25°3 25-7 19-4 31-9 29-2 39-6 171-1 
LOS bine oes es 28-9 27-6 20-2 33 °6 31-1 38-7 180-1 
DUOR hie ob Sees 27-2 27-9 19-7 34-5 30-0 31-9 171-2 
BO vestibvpsco-sin 30-1 27-9 18-6 34-2 29-2 28 +2 168-3 
Ss ee ea 32:3 26-5 17-9 33-4 28-3 28-6 167-0 
bs 30-0 25-9 17-7 27-0 27-3 27-7 155-6 
BOO Tate sas ee: 30-8 24-7 17-2 26-4 26-0 29-8 154-9 
LS a ee 31-0 24-2 16-6 25-4 25-3 27°5 150-0 


B. Interest on Bonds Held in the United Kingdom 


Steam Railways Gihes 
Year Dominion! | Provincial! | Municipal Not Corpora- Total 

Guaranteed Citi ntond tions 
WE 47k Rie 8-9 2-9 8-0 16:3 17-1 9-3 62-5 
1O08W IH Bs6 oe. | 8-7 2-7 8-0 16-1 17-0 9-1 61-6 
‘Ite, SR. 8-6 3-3 8-1 16-1 16-9 8-9 61-9 
BG isa oe Ce 2 8-4 2-9 8-0 15:3 17-1 8-7 60-4 
MORE Hct t0iy Ae lghany 8:3 2-8 7-7 15-2 17-0 7-2 58-2 
jGESUAL Ae Ee eaN 8-2 3-1 7-0 15-2 16-4 71 57-0 
TEE a aa 8-1 3-3 6-3 15-0 16-1 6-3 55-1 
Ds Atte eet oe 11-3 3-1 6-0 14:3 15-6 6-4 56-7 
LOS adas tens oes 11-7 3-0 6-1 14-3 15-5 5-1 55-7 
POSG eee 11-7 2-9 6-0 14-2 15-5 5-2 55-5 
Lye 11-6 2-9 6-0 14-2 15-4 4-9 55-0 

C. Interest on Bonds Held in the United States 

Steam Railways Other 
Year Dominion! | Provincial!| Municipal Nat Corpora- Total 

Guaranteed Cuamntesd tions 
BOR INetas kta: 19-5 17-7 9-5 11-1 9-3 21-1 88-2 
BOO stds oak 19-4 18-9 10-3 11-6 9-8 26-6 96-6 
TOO ue Pa raia 19-2 19-9 10-5 13-6 10:5 27-6 101-3 
MOS 0 feria Aeicccrare 16-9 22-7 11-4 16-6 12-1 30-2 109-9 
$03 Hex...) 8G%.. 20-6 24-7 12-5 18-4 14-1 30-8 121-1 
OS eee 19-0 24-7 12-7 19-3 13-6 24-2 113-5 
Toe 72. dt 22-0 24-5 12-3 19-2 13-1 21-5 112-6 
LOS 4 ncttteeaecrordiee: 21-0 23-3 11-9 19-1 12-7 21-7 109-7 
LOGO rete es 18-3 22-8 11-6 12-7 11-8 21-9 99-1 
LOSGerk Seek ee 19-1 21-7 11-2 12-2 10-5 24-0 98-7 
OS (ee ae noe 19-4 212 10-6 11-2 9-9 22-0 94-3 


1 Includes guaranteed issues exclusive of steam railways. 
2 Subject to final revision. 


192 CANADIAN BALANCE OF INTERNATIONAL PAYMENTS 


TABLE 13.—ESTIMATED TOTAL CAPITAL BROUGHT BY IMMIGRANTS INTO CANADA, 1926, 1930-1936 


Brought by Tog 1926 1930 1931 1932 1933 1934 1935 1936 
$ $ $ $ $ $ $ $ 
United Kingdom.......... 2,329,750 | 1,835,460 | 383,900] 166,350] 115,200] 108,300] 105,150 109, 850 


U.S.A. (farmers and farm 
igbourers) ete tee on 4,306,500 | 3,172,000 | 1,398,000 } 1,210,500 684, 000 451,000 374, 000 318,000 


U.S.A. (other immigrants)| 1,233,100 | 1,954,500 | 1,239,900 | 1,128,800 713,200 516,900 454,300 424,000 


U.S.A. (returning 


CanAdlang) +... 2b «4:0! 5,452,300 | 3,011,400 | 2,035,200 | 1,822,000 | 1,020,900 727, 200 637, 800 516, 800 
Other Countries........... 1,623,750 | 1,109,750 116, 425 88,875 89, 450 105,975 97,075 114, 250 
Gtal., Fi... s.de Roe 14,945,400 |11,083,050 | 5,173,425 | 4,416,525 | 2,622,750 | 1,909,375 | 1,668,325 | 1,482,900 


TABLE 14.—EMIGRATION FROM CANADA—CALENDAR YEARS, 1926, 1930-1936 


Description 1926 1930 1931 1932 1933 1934 1935 1936 
Emigrants to Unitedsstates!s. 1. .+e ek oeeer seer 93,468 | 47,800 | 9,556 | 6,539 | 6,185 | 7,873 | 7,515 9,686 
Hmicrants:to United Kingdom siives..ee ose ce 10,481 | 15,820 | 17,864 | 21,187 | 16,371 | 12,128 | 9,712 10, 107 
Emigrants to Other Countries®...................-- 15,883 9,286 | 4,678 4.582) | t3,08) | 8, 630nleeoy tilue Brose 
U.S. Citizens—former immigrants to Canada—re- 
turning permanently to the United States‘........} 9,500 | 9,167 | 6,000} 5,000] 3,818 | 5,976} 5,000 5,800 
Total Bnveration:.. .:Va ce dos 0k 129 ,3832 | 82,073 | 38,098 | 37,308 | 30,009 | 29,613 | 25,338 | 29,176 


1 United States Department of Labour, Bureau of Immigration—‘‘ immigrant aliens admitted to the United States , 
who gave Canada as their last permanent residence, during calendar years. The 1930 figure is an estimate on the basis 
of the published statistics for 11 months only. 

2 Official British Statistics (Board of Trade Journals) ‘immigrants from Canada.’ 

’ Counting the emigration to the United States and the United Kingdom, and sibeerae for immigration into Canada 
and the computed natural increase in the population of Canada, the total loss of population not otherwise accounted for in 
the intercensal period 1921-1931 was 14% of the recorded emigration. This percentage is, therefore, applied to the total of 
recorded emigration to the United States and the United Kingdom in order to compute the amount of other emigration. 

4 United States Bureau of Immigration. Figures from 1931 to 1936 are estimates obtained direct from the Bureau of 


Immigration. 


TABLE 15.—ESTIMATED TOTAL CAPITAL TAKEN OUT BY EMIGRANTS FROM CANADA, 1926, 1930-1936 


Taken out by 


Eaniarahts oe 1926 1930 1931 1932 1933 1934 1935 1936 


$ $ $ $ $ $ $ $ 
United States (Including 
U.S. citizens returning). ./12,872,000 | 6,313,000 | 1,481,000 | 1,013,000 | 1,244,000 | 1,731,000 | 1,563,060 | 1,936,000 


United Kingdom........ 1,209,000 | 1,590,000 | 1,702,000 | 2,117,000 | 1,707,000 | 1,468,000 | 1,194,000 | 1,238,000 


Other Countries......... 1,932,000 | 1,036,000 270,000 254, 000 281,000 387, 000 351, 000 423,000 


Total .:de dae, fae 0 16,013,000 | 8,939,000 | 3,453,000 | 3,384,000 | 3,232,000 | 3,586,000 | 3,108,000 | 3,597,000 
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TABLE 16.—NEW ISSUES OF CANADIAN SECURITIES SOLD OUTSIDE OF CANADA, 
1927-1937 
A. Total New Issues of Canadian Securities Sold Outside of Canada, 1927-1937 


(In millions of dollars) 


DoMINION | PROVINCIAL 
Steam Railways 


Total Direct Direct Other! 
Year All and and Municipal] —-—————-—————__|_ Corpor- 
Issues! Indirect Indirect ations 
except except Guaranteed?} Other 
Railways | Railways 


UN A Nolo A A gL 1S Gi pe eerie tae 81-2 28-4 68 -8 18-8 121-4 
Pe hate dae cee ss oes 223-4 0-1 53°3 8-6 18-8 13-0 129-6 
Lei fea ke eee a 312-8 11-0 81-0 20-8 72-5 47-7 79-8 
IN Li. alls Sea le eae a 419-3 107-6 97-6 45-5 34-3 56-6 77-7 
|) Nn SE SOS SE ELE 204-9 42-2 3°3 26-9 51-3 5-5 5:7 
(AD gh MEDS Oak leat ea 104-7 60-0 43-6 Ore Bei. egy s. eee ee ene nas 1-0 
Lhe date dee No gee ara: 135-9 Dees COMM LET es ASR, Ms as able RS GM's ania see See eae ee 2-3 
Se i IRMA Ra ar a oo Pa: GA 114-8 NOE <4 nn SOEs ce AIR BO eS) ieee, 3-6 3°6 
1S ERR Pac PPR Ie 121-0 HAG OPN ee wae Nos oe. Be eel art, Rh iene wed 0-8 
DUO ee aoe eee 110-1 CLS (hte lese Wat seal ae De Dae RO CN QAR WARM Be oe Pg 31-1 
LT he ARADO, gee ahegeataery 93-1 85-0 So) J oat ie Ge Cae i ape: Ce 4-0 0-8 


B. New Issues of Canadian Securities Sold in the United Kingdom, 1927-1937 


(In millions of dollars) 


DoMINION | PROVINCIAL 


as -—— Steam Railways 
Total Direct Direct Other 
Year All and and Municipal| -_—--—————————_| Co rpor- 
Issues Indirect Indirect ations 
except except Guaranteed?2} Ocher 


Railways | Railways 


13a! irae ce Sa oor A 46 OWS M oh ahve Daceeee Laren een 0-4 cave! 2 ea ee raat Bare 11-8 
NUP REND as GR Apne arate i 7 aac: of) OEE: © 9-7 cok INO | peat Nees Miah ied RP 7-1 
DR SUE Lots iy a ci ae es a) | a Ae 74 sic | HR) CO» MARS I ae a 14-3 
Bre eRe Sank ois « atche LO OE Tes: ie Eoin ean reas e's Ghiatics soy mE ise wee nine ota 4-9 15-0 
NS age aR A DE Ey A UEP | Reh: SRI) 2h Marsch ea eae Pm Ue, Ales aa eM | TOMER GSE AaB? Bel A RA An 1-2 
Dee ary fb oth 1G Get > ya ae 16-1 EG | OSES I a OG 0-4 
BS Aline nee en ae 74-4 Hs URI VaR meme ane c arate 1, emery! 6) as BE a tos, Cratey sw Lah Pag aM een habe 1:4 
1) 5 A Se So 60-6 co Ba bal Mh Le Ai Oe G2 We ee eee Scat 3°6 2-1 
Mowers +s Bene > ope OG Tho aerial eee mr ee Cae /AR spam arc: 5 ate! Paar camer aE ues ate en 0-5 
BRD contest Be cc cheats sci. ceepo Teo Mle I wehbe sca: REE, Ea Mevsteds gM Bs ko RN] bane) oe Kerk SO ie 3°8 
|S eer RRR eh ARIE UU IGEN NTP, eee eaters ROR CRUG Gl Res by: ee | An 4° Ohi. eas as 


Nore.—See text, pages 114, 115—‘‘Sources of Statistical Data’’—for comparability between tabular 
data and capital movements entered in the capital account. 


1 Includes small amounts sold elsewhere than in Canada, the United Kingdom and the United States. 
2 Guaranteed by the Dominion or a provincial government. 
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TABLE 16.—NEW ISSUES OF CANADIAN SECURITIES SOLD OUTSIDE OF CANADA, 
1927-1937—Concluded 
C. New Issues of Canadian Securities Sold in the United States, 1927-1937 


(In millions of dollars) 


DoMINION | PROVINCIAL 
Steam Railways 


Total Direct Direct Other 
Year All and and Municipal|——-—_————————_| Corpor- 
Issues Indirect Indirect ations 
except except Guaranteed}| Other 


Railways | Railways 


VY SE Sse ere VG Gee yee 81-2 28 -0 35-0 18-8 108-8 
Se on ae Sn 202-0 0-1 43 -6 4-5 18-8 13-0 122-0 
DOE Forel. stn hte ss eas 281-4 11-0 73-6 12-0 72°5 47-7 64-6 
CODON sce te «ee AM eos a 398-8 107-6 97-6 45-5 34:3 51-7 62-1 
Cs 0 READ Os REA aaa fe 203-5 42-2 73-3 26-9 51-3 5:5 4-3 
Dees eh Sa ue ann be 87-8 60-0 2791 1s Gb ss kek ASM ees eos hee 0-3 
LMS a Seine eer 2 61-1 OO Gitalney wea we had al eaR tl ARs eho ees 0-5 
BORER: Lig chs. 4 phe Meera’ ave vile 53-6 sy a ia ieee elven al PU {5 save) ateoe Ly oe panel OM betetie dietary 0-9 
BOGE ssc she co sa OO 120-5 ‘gs | Ue By Rpt i ( bi WN Wedttdens tcl ee eee 0-3 
OOD Ey oc sb oink een ate 109-0 TO°O) Ba oes be ts) Op Bees ole, oy Rae oa tae eras 30-0 
CES Gree ay ey abe 89-1 85-0 OPO SWE. tee SOSt Hs eee be nes sae 0-8 


1 Guaranteed by the Dominion or a provincial government. 


TABLE 17.—RETIREMENTS, FROM 1927-1937, OF CANADIAN SECURITIES ORIGINALLY 
SOLD OUTSIDE OF CANADA 


A. Total Retirements of Canadian Securities Originally Sold Outside of Canada 
(In millions of dollars) 


DoMINION | PROVINCIAL 
Steam Railways 


Total Direct Direct Other! 
Year All and and Municipal; -—————————_|_ Co rpor- 
Issues! Indirect Indirect ations 
except except Guaranteed2} Other 


Railways | Railways! 


| SF FE  —.)s SE | 


LL Ed GE SRR 136-3 3°4 40-1 6-8 20-4 41-3 24-3 
1928 yee ee ate de. ane otal 183-7 8-9 42-1 8-2 1-4 31-7 91-4 
Ls Bt SE ane 2 136-6 58-1 30 °0 14-2 3-1 5-2 23-0 
NOS Oa hier shotaef often sarah 96-8 3-8 28-0 16-2 31-8 4-3 12-7 
DOO Bee A ie aie geek eae 201-4 88 -2 59-2 15-7 2:8 5-9 29-6 
LOB Bites, gosebhd eeu sek 12. 102-7 3:6 40-3 25:8 3-6 8:3 21-1 
RSE ea anae Se emmRReN 165-9 69-5 36-7 16-0 1:8 8°3 33 °6 
LEE SUC ae aN F 168-0 94-5 15-0 8:6 18-5 15-3 16-1 
LSE een ee ee Te 257-9 57-5 24-3 19-2 111-5 19-5 25-9 
1930. wien aioe me 254-2 83-6 15-1 19-4 32-1 26-2 77°8 
LS TUL ROO 176-4 66-9 21-1 23-3 1:3 9-0 54-8 


Norse.—See text, pages 119-121—‘‘Notes on Statistical Data’’—for comparability between tabular 
data and capital movements entered in the capital account. 

1 Includes some small amounts of issues originally sold in countries other than Canada, the United 
Kingdom and the United States. 

2 Guaranteed by the Dominion or a provincial government. 
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TABLE 17.—RETIREMENTS, FROM 1927-1937, OF CANADIAN SECURITIES ORIGINALLY 
SOLD OUTSIDE OF CANADA—Concluded 


B. Retirements of Canadian Securities Originally Sold in the United Kingdom 
(In millions of dollars) 


\ 


DoMINION | PROVINCIAL 
Steam Railways 


Total Direct Direct Other 
Year All and and Municipal|-——-——————————_| Corpor- 
Issues Indirect Indirect ations 
except except Guaranteed!| Other 


Railways | Railways 


———$——— | | Sf Sf SS ee _—*"_"" 


(25 ES a ne 56-7 3-4 1-9 TS) ie Wy Set ce oe 34-9 14-7 
UAT Ne se 59-4 3-5 6-0 3°5 1-0 24-9 20-5 
TO eee ates tees ob « 35-8 3-6 11-4 8-7 27 Ole ek ee 9-4 
EE ik ARICA Ie Mie ck a 34-3 3:7 1-7 3°6 20-4 0-1 4-8 
ee et ee RE OE. 21-9 3-8 1-7 5-8 Pele i wee. ow 9-5 
Wa oe. PU Btts es 28-2 3°6 1-5 17-1 S27 bate: SE 4-8 
[AUS ee aed ena Chae aed ie 35-3 1-4 7-0 8-8 bebal. cota eee te 17-0 
UGRo Pe A eee ge 48-4 17-3 2-3 1-9 18-1 5-6 3-2 
ee ee raed 24-0 3-7 4-0 8-1 1-07 he e6 5 72 
CS A Rene Se ES Ook 22-7 3-6 0-8 2-5 2-1 5-9 7-8 
io! 8 7) Ve aU Be 9 eg a 26-7 2-4 7-5 1-6 0-9 3-8 10-5 
C. Retirements of Canadian Securities Originally Sold in the United States 
(In millions of dollars) 
DoMINION | PROVINCIAL 
a fp Steam Railways 

Total Direct Direct Other 

Year All and and Municipal|————_--——————_] Corpor- 

Issues Indirect Indirect ations 


except except Guaranteed!| Other 
Railways | Railways 


—_——}]$F | — TE es | | 


SAS Ss 4 aCe Aa eee (At Sih AS See Oe 37-9 5:0 20-4 6-4 9-4 
11 PANG Bi Se ge A teak 123-6 5-4 35-8 4-7 0-4 6-8 70-5 
|S PAL ek 2 i aaa 98-8 54-5 21-2 5:5 0-4 5-2 12-0 
MOU ME S.b ode ges « t - 60-8 0-1 26-1 12-6 11-4 4-2 6-4 
LUO ayia Sang Reman i 177-5 84-4 57-2 9-9 1:7 5-9 18-4 
L502 SD Be eae Tonia Bice eee ane 38-5 8-7 2-4 8-3 15-8 
ONE cae ea a a 129-5 68-1 29-7 7-2 0-7 8-3 15-5 
PARSER ae Cass aye p> 119-1 17-2 12-7 6-7 0-4 9-7 12-4 
sy ae SS i a 233-9 53 °8 20-3 11-1 110-5 19-5 18-7 
MEE Gatley fehoy aintah dy Sis Gicaye i> 230-5 80-0 14:3 16-9 30-0 20-3 69-0 
5 AE Iai ana a 149-4 64-5 13-6 21-7 0-4 5-2 44-0 


Nore.—See text—‘‘Notes on Statistical Data’’—for comparability between tabular data and capital 
movements entered in the capital account. 
1 Guaranteed by the Dominion or a provincial government. 
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TABLE 18.—NET NEW ISSUES OR NET RETIREMENTS 


A. Net Difference Between Total Sales of New Issues of Canadian Securities Outside of Canada 
and Total Retirements of Issues Originally Sold Outside of Canada, 1927-1937 


(Net New Issues +; Net Retirements —) 


(In millions of dollars) 


All Countries! United Kingdom United States 
Year ie ; ‘ ; 

New | Retire- New Retire- New Retire- 

Issues ments | Net Issues ments Net Issues ments — Net 
192 res 318-6 136-3 +182-3 46-0 56-7 — 10-7} 271-8 79-1 +192-7 
3 ee es 223-4 183-7 | + 39-7 20-9 59-4 — 38-5} 202-0 123-6 | -+ 78-4 
TODO FFs des 312-8 136-6 | +176-2 30-5 35-8 — 5-3] 281-4 98-8 +182-6 
19308. 4. 419-3 96-8 +322-5 19-9 34-3 — 14-4] 398-8 60-8 +338-0 
EA Se ee 204-9 201-4} + 3-5 1-2 21-9 — 20-7} 203-5 177-5 + 26-0 
DOB Dees ch bets 104-7 102-7 + 2-0 16-6 28-2 — 11-6 87-8 73-7 + 14-1 
CS ae ee 135-9 165-9 — 30-0 74-4 35°3 + 39-1 61-1 129-5 — 68-4 
MOSS Fo kl hens 114-8 168-0 — 53-2 60-6 48-4 + 12-2 53-6 119-1 — 65-5 
(Es a 121-0 257-9 —1386-9 0-5 24-0 — 23-5} 120-5 233 -9 —113-4 
TOS Cs a siendeuke 110-1 254-2 —144-1 eid 22-7 — 21-6 109-0 230-5 —121-5 
POge Os. ldane 93-1 176-4 — 83:3 4-0 26-7 — 22-5 89-1 149-4 — 60-3 
TOtls ocd lee doe ou 1,879-9 | +278-7 | 275-7 393-4 —117-7 |1,878-6 | 1,475-9 +402-7 


Norse.—See text, pages 119-121—‘‘Notes on Statistical Data’’—for comparability between tabular 
data and capital movements entered in the capital account. 


1 Includes some small amounts of issues sold in countries other than Canada, the United Kingdom 
and the United States. 


B. Net Difference Between Sales of New Issues of Dominion Direct and Guaranteed (except Rail- 
way) Securities Outside of Canada and Retirements of Issues Originally Sold 
Outside of Canada, 1927-1937 


(Net New Issues +; Net Retirements —) 


(In millions of dollars) 


All Countries United Kingdom United States 


Retire- + | New Retire- New Retire- 
Issues ments Net Issues ments Net Issues ments Net 


Year . 
New 


BOSD, wees n/a inde oy peal: SF a ite digs te ae SpA) = 8° 4al ony... 2.1). a) 
LOZS tee ich ashe 0-1 8-9 ae (elect feo ee 3°5 — 9°) 0-1 5-4 — pe 
A Te 11-0 58-1 ame OS LAN Rese Gee 3°6 rh aes G 11-0 54-5 — 43-5 
LISD tee. sihidels 107-6 3°81) 4-108"8 11. eset ote =~ Bde lwaO7eG 0-1 +107-5 
ri 7 Oe airs Be 42-2 88 «2 780-0 baer 3°8 a) S28 42-2 84-4 — 42-2 
1982.53 38a dein) 60-0 Sg0/ 1) At DOP Safe oc 2a Li (lie a 60-0! 1) 5 Soaieere + 60-0 
WBS ich tats 133-6 69-5 | + 64-1 73-0 1-4) + 71-6 60-6 68-1 meno 
MO ocinat Bins <6 101-4 94-5) + 6:9 48-7 17-3 | + 31-4 52-7 17-2 — 24-5 
LDS ris eet ss 116-0 De got ie BOAO ili a ante oi | = Of PL LOeO 53:°8 + 62-2 
TOSO ch cceira tier 79-0 So7O [= a Geert 3°6 MOG 79-0 80-0 ssa 3) 
LOB ive Mabon. 2 85-0 C602)" end S day Gat ber 2-4] — 2-4 85-0 64-5 + 20-5 
OU. serene 735°9 538:0 | +197-9 | 121-7 50:0 | + 71-7) 614-2 488 -0 +126-2 


Note.—See text—‘‘Notes on Statistical Data’’—for comparability between tabular data and capital 
movements entered in the capital account. 
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TABLE 18.—NET NEW ISSUES OR NET RETIREMENTS—Continued 


C. Net Difference Between Sales of New Issues of Provincial Direct and Guaranteed (except 
railway) Securities Outside of Canada and Retirements of Issues Originally Sold 
Outside of Canada, 1927-1937 


(Net New Issues +; Net Retirements —) 


(In millions of dollars) 


All Countries! United Kingdom United States 
Year era) Wee fe Sale, a ir St NRC ee a pe oa 

New Retire- New Retire- New Retire- 

Issues ments Net Issues ments Net Issues ments Net 
ae a a. oe 81-2 40-1 + 4b ie. ore. 1-9 — 1-9 81-2 37-9 + 43-3 
1 Oe 53-3 42-1 + 11-2 9-7 6-0 + 3-7 43-6 35-8 + 7-8 
1920) heise 81-0 33-0 + 48-0 7-4 11-4 — 4-0 73-6 21-2 + 52-4 
bee) Uae eee 97-6 28-0 + 69-6 |........ -7 =e] 97-6 26-1 + 71-5 
je ae oe 73:3 59-2 ope 14D dk 1-7 — 1-7 73°3 57-2 + 16:1 
Pees cok Te 43-6 40-3 + 3:3 16-1 1:5 + 14-6 27-5 38:5 — 11-0 
MEO ater ss Ve baldiv dace We 36-7 = OO*PU 5. oc ds 7-0 med! A | a 29-7 — 29-7 
UCSD (Oe ie 15-0 coil cc |) GC aia 2°3 ae Oe aes 12-7 — 12:7 
BOG intecs, 1 ALAA ees 24-3 rank DS ye Patent be 4-0 one te Qing s/he 20-3 — 20-3 
POSG AR. sb (ke. AM 15-1 Ses TEMS co he 0-8 en Bk ek 14-3 — 14:3 
CES 02 Roe 3°3 21-1 ERA 47 Oth RE SN 7:5 — 7:5 3:3 13-6 — 10-3 
VOLala he ee, 433 -3 354-9 + 78-4 33-2 45-8 — 12-6 400-1 307-3 + 92-8 


Nortr.—See text—‘‘ Notes on Statistical Data’’—for comparability between tabular data and capital 
movements entered in the capital account. 


1 Includes some small amounts of issues sold in countries other than Canada, the United Kingdom 
and the United States. 


D. Net Difference Between Sales of New Issues of Canadian Municipal Securities Outside of 
Canada and Retirements of Issues Originally Sold Outside of Canada, 1927-1937 


(Net New Issues +; Net Retirements —) 


(In millions of dollars) 


All Countries United Kingdom United States 
Retire- New | Retire- New | Retire- + 
Net Issues ments Net Issues ments Net 


Year 
cd New 


Issues ments 


TOQTR sds. 3). 2 28-4 6-8 | + 21-6 0-4 L-Sek—y td 28-0 5:0 + 23-0 
1928h cs... 8-6 8-241 se Oe 4+] a5 1 o- 0-6 4:5 4-7 =, (02 
1s) ae ee 20-8 142 |e OG 8-8 8-7 | + Ol 12-0 5:5 api) Oh 
1DSO. ies... «kB 45-5 162i laut coRoMiet Saar 3-610 => 36 45-5 12-6 + 32-9 
[tk a ee 26-9 SSA ae te | oa ee SeSik >t OFS 26-9 9-9 + 17-0 
hi ae ae ae 0-1 25°38) |) = 25-7 0-1 17-1 ST Oh ss tak 8-7 =~ Ba, 
As eT SP Dare ee 4 AC Gea 3) 2.4 a 3 SES Ph cere or Sake aioe UE 7-2 ee 
B84) os. 4 6-2 SFG sr eee 6-2 Lee SSO Eos lak 6-7 =. BAe 
1930. 26:40 4-2 19° 240) cee LBP OME... i. isc} 8-1 —* SFE 4-2 11-1 6-9 
1096 esersestgtfeecoe ss. 19-4 seibee he: aa CRORE 2-5 7 Md Net rer a 16-9 = 107g 
UP OR Rae ee 1 23-3 Zoran Ose wuss) BEATA Ct cee 0) 0 LW Serer 21-7 — i2ted 
(POUL S  hes 5 bts 140-7 173-4 moaead, 19-6 63:4 | — 43-8} 121-1 110-0 alte 8 


Norre.—See text—‘‘Notes on Statistical Data’’—for comparability between tabular data and capital 
movements entered in the capital account. 
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TABLE 18.—NET NEW ISSUES OR NET RETIREMENTS—Continued 


E. Net Difference Between Sales of New Issues of Guaranteed Steam Railway Securities Outside 
of Canada and Retirements of Issues Originally Sold Outside of Canada, 1927-1937 


(Net New Issues +; Net Retirements —) 


(In millions of dollars) 


All Countries United Kingdom United States 
Year | >, | 
New Retire- New Retire- New Retire- 
Issues ments Net Issues ments Net Issues ments ~ Net 
| eae Se? 68-8 20-4 + 48-4 Ser als 82.9 tee As + 33-8 35-0 20-4 + 14-6 
ele nae I 18-8 1-4 Se ee 1-0 — 1-0 18-8 0-4 + 18-4 
Toe. AS: 12-5 3-1 + 69-4 ]........ 2-7 — 2-7 72-5 0-4 + 72-1 
UUs My SA a 34-3 31-8 ie kak anes 20-4 — 20-4 34-3 11-4 + 22-9 
js eae hale 51-3 2-8 4 46h bo. oa de 1-1 — 1-1 51-3 i: 7. + 49-6 
et... ih be aaa ke 3°6 ater waht We. ray he 1-2 ae P28 . od. 2-4 — 2-4 
ee... A. epee aga ee 1-8 aH ee Bol... gre b 1-1 = Li Re as + 0:7 — 0-7 
pt Nae aie |< SR 18-5 seat fs ta | Saran 18-1 oe 18-1 Oe... ds 0-4 — 0-4 
BOs Ger ss hs eae 111-5 eet i Ce ea i 1-0 mm 6k Os ae oe 110-5 —110-5 
Tis. >... 4. OLR ce 32-1 Pee WM se one Be a | VS ae 30-0 — 30-0 
1 Len en NS a & 1-3 ena Oi Ag) | See mB 0-9 — “O-G-nt od 0-4 — 0-4 
Tota ene 245-7 228-3 + 17-4 33°8 49-6 — 15-8 211-9 178-7 + 33-2 


Notre.—See text—‘‘ Notes on Statistical Data’’—for comparability between tabular data and capital 
movements entered in the capital account. 


F. Net Difference Between Sales of New Issues of Unguaranteed Steam Railway Securities Outside 
of Canada and Retirements of Issues Originally Sold Outside of Canada, 1927-1937 


(Net New Issues +; Net Retirements —) 


(In millions of dollars) 


All Countries United Kingdom United States 
Year ee 
New | Retire- New Retire- New Retire- 
Issues | ments Net Issues | ments Net Issues | ments Net 
| aerate 18-8 A Bf DB ete ot 34-9 | — 34-9 18-8 6-4 + 12-4 
fe eae 13-0 SPT WLS eT, ce ek 24-9 | — 24-9 13-0 6-8 + 6-2 
Ps Nee rR 47-7 Hee A iat 2G | COR a mY re oa 47-7 5-2 + 42-5 
TOTO ctt vsbentiode 56-6 4-31 + 52-3 4.9 0-1}; + 4-8 51-7 4-2 + 47-5 
iL? i. on a8 5-5 Be Oh —— OPA, awh ern ss wee. th A 5-5 5-9 — 0-4 
CS ERIS. | Dn Lee od oR (ioe Ms) <a) | See ene Renee CAS | te Baek Ae) Nei 8-3 — 8:3 
TORS rea. be os Ye OE Braye SPI. ci oe bE bs vats ES tes OL, ee 8-3 — 8-3 
i ee oe 3-6 15-3) {>i — 11-7 3-6 SHS —~ 2OH8S. Bes 9-7 — 9-7 
cee ae SG |S BS hae, | 192 Se eh 1ORSN Eo OP ee AS. de. eee 19-5 — 19-5 
LODO Pe Pash, oc hued DOD iL) =e 2OeS Wecie oo at 50 i: SFO. ie ee 20-3 — 20-3 
193878 cot ean dak 4-0 9-0} — 5-0 4-0 Sr SHEL + 0-22 19) Lee 5-2 — 5-2 
Otel 2753 bok 149-2 175-0 | — 25-8 12:5 75-2 | -—-62:7)| 136-7 99-8 + 36-9 


Norse.—See text—‘‘Notes on Statistical Data’’—for comparability between tabular data and capital 
movements entered in the capital account. 
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TABLE 18.—NET NEW ISSUES OR NET RETIREMENTS—Concluded 


G. Net Difference Between Sales of New Issues of Corporation Securities Outside of Canada and 
Retirements of Issues Originally Soild Outside of Canada, 1927-1937 


(Net New Issues +; Net Retirements —) 
(In millions of dollars) 


All Countries! United Kingdom United States 
Year | 

New Retire- New Retire- New Retire- 

Issues ments Net Issues ments Net Issues ments Net 
19200: . ee 121-4 24-3 + 97-1 11-8 14-7 — 2-9 108-8 9-4 + 99-4 
LOSS ee 129-6 91-4 + 38-2 7-1 20-5 — 13-4 122-0 70-5 + 51-5 
2 O Renee are 79-8 23-0 + 56-8 14-3 9-4 + 4-9 64-6 12-0 + 52-6 
1000 =. Hee 77-7 12-7 + 65-0 15-0 4-8 + 10-2 62-1 6-4 + 55-7 
(io) eee ae 5-7 29-6 — 23-9 1-2 9-5 — 8:3 4:3 18-4 — 14-1 
LOS DRE Uta tute 1-0 21-1 — 20-1 0-4 4-8 — 4-4 0-3 15-8 — 15-5 
LOSS tus. 2. Ree 2-3 33-6 — 31:3 1-4 17-0 — 15-6 0-5 15-5 — 15-0 
OSA er aie 3-6 16-1 — 12-5 Qe 3-2 — Il-l 0-9 12-4 — 11-5 
LOS Dee: Ae ee: 0-8 25-9 — 25-1 0-5 hon — 6-7 0-3 18-7 18-4 
19862 . ates 31-1 77-8 — 46-7 1-1 7:8 — 6-7 20-0 69-0 39-0 
IOS ae oe oo 0-8 548 = D4 0 Pe. 10-5 — 10-5 0-8 44-0 — 43-2 
ehotaleents sos 453-8 410-3 + 43-5 54-9 109-4 — 54-5 394-6 292-1 +102-5 


Notse.—See text—‘‘ Notes on Statistical Data’’—for comparability between tabular data and capital 
movements entered in the capital account. 

1 Includes some small amounts of issues sold in countries other than Canada, the United Kingdom 
and the United States. 


TABLE 19.—ANALYSIS OF RETIREMENTS OF CANADIAN SECURITIES HELD ABROAD, 1935 
(In millions of dollars) 


Method of Retirement 


Total 
Country of Ownership and Groups of Issuers Retire- 
ments Serial 
Maturities} Calls | Redemp-| Other 
tions 
I.—Auu CounTRIES OUTSIDE oF CANADA— 
1. Dominion Direct and Guaranteed (except Railways)...... 57-5 Ha sO Giese Een ora e Strate 3-7 
2. Provincial Direct and Guaranteed (except Railways)...... 24-3 16-2 3°5 3-0 1-6 
See MUNICH Al tees ee ec re c Dee ess Aeon Me teed toe 19-2 HOY Se Re ee Gee |e 6-0 5-9 
SAS LORIN RAIL WAV SL Olal stirs nei erie ne ele eacie a eerie wahiniees 131-0 24-0 98-5 5-3 3-2 
Guaranteed by Dominion or Province..................-- 111-5 11-6 98-5 0-4 1-0 
LO NEIRTs, Chater A na AR RRCIO  GIN 2 itd, ot ann aR ama oP 19-5 DOAGT Wen RRR PC er a on 4-9 2-2 
Dee OLN er: COnrporatiOnsiy..cniagee ee ee eee ae eee eee 25-9 8-2 6-9 1-2 9-6 
Cra Grande l Ot alyccceysckce crave trereMeme rr oi ce shire are Noca state aecalseiaons 257-9 109-5 108-9 15-5 24-0 
II.—Unitep Kinepom— 
1. Dominion Direct and Guaranteed (except Railways)...... BEA Ee Sree wh Eater eM inte Aone 3-7 
2. Provincial Direct and Guaranteed (except Railways)...... AN Oi: rune etn SO leelechaste we toe 0-5 
SPE VEUTITO! DAU eee tee ee Oe Ee ees et ek eee Ce 8-1 (sca AMM IE est acer eel (i OO 1-4 
Ae ceamehailways— LOtalymmareasie resonance aon eee LOW ie teres nk aetna er ce 1-0 
Guaranteed by Dominion or Province................... 1 hat ON IE as tA Sane osu 1-0 
COU AVS) ae etna On ear B tsb Bic 4 ct macnn coca echo Wee eeNES RV ara I CEES Ie Caton aren ocoair aif al (euPEA ‘oar tell (eu aa, pain [Carte mM Biel (RP nS ci 9 
Be OcChormCorporations. .ciee ete eer etal ieee rene eric o oe 7-2 4-7 TS Sov Reemenees 0-7 
OM Ob alee: ov itn kc aoe Tey aE TO a yan atte 24-0 11-4 Swan cle se emetects 7:3 
III.— Unirep States— 
1. Dominion Direct and Guaranteed (except Railways)...... 53-8 Bo Sh le cictesue teks letarckeveravc ove alles Nerey eematae 
2. Provincial Direct and Guaranteed (except Railways)...... 20-3 GPA AIBAS ath. coven 3-0 it 
See VUNG al person Hare ecu ca cei ee LOPE ie ata ake 11-1 6 ler yee ee 6-0 4-5 
AGoceamelvallways—l Otals tcc. ane cee ann te rioe een 130-0 24-0 98-5 5-3 2-2 
Guaranteed by Dominion or Province..................5: 110-5 11-6 98-5 0:4 2/2. 
(ONH VER Ars, cre exh oan 0 GERD OTe ORT BS nomic Rae Ga Cee 19-5 DARE. OM cts RA a 4.9 2-2 
Bie Ot her Corporaplonsie aercsctrt- citi o aoe eek see Saori eed 18-7 3:5 5-1 1-2 8-9 
(hs ERAN oe One bo ot a oe ge ae, Hh ee EE. 233-9 98-1 103-6 15-5 16-7 


Nore: See Text—‘‘ Notes on Statistical Data’’—for comparability between tabular data and capital movements entered 
in the capital account. 
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TABLE 20.—ANALYSIS OF RETIREMENTS OF CANADIAN SECURITIES HELD ABROAD, 1936 


(In millions of dollars) 


Method of Retirement 


Total 
Country of Ownership and Groups of Issuers Retire- 
; ments } Serial 
Maturities} Calls | Redemp-} Other 
tions 
J. Att Counrries OrHeR THAN CANADA— / 
1. Dominion Direct and Guaranteed (except Railways)...... 83-6 OO Raa mn ea. Cath ones 3-6 
2. Provincial Direct and Guaranteed (except Railways)...... 15-1 1023 senate fees a 1:5 
esta Rb 6s cht oft (CMON te io UN cote MIELE]: ITUNES GA ot DA 19-4 Qe ih alll, ROA te DD 4-8 
4; SteamuRailwayst Lotal.) id. Asb.cer.s ds fedthats oe cece ewe 58-3 46-7 3-3 5-3 3-0 
Guaranteed by Dominion or Province................+0:: 32-1 BO ede ics.) xe See 0-4 1-0 
(DiS SaaS aaah cme Ane AMR em Lene iE een Soe AP Hae ee eS 26-2 16-0 3-3 £9 71 2-0 
5: Other Corporations © \.:cccd ee es ce a ee ees ae te aes 77:8 2-81 68-12 0-6 6-3 
6x Grand otal. xt: Ge ihc ca oe Oe eet ahs cack CRRA > 254-2 149-21 71-42 14-4 19-2 
II. Unirep Kincpom— ; 
1. Dominion Direct and Guaranteed (except Railways)...... BOP: |. cb at ateed Seinctde aceukber sank seme 3-6 
2. Provincial Direct and Guaranteed (except Railways)...... 0:8 TES ils Peniae: am Pe, | eee Tes SR Tak 0:5 
Seo Municipal jo...) Cee enc aes as its Dae ee MO cle Soh ie een 2°5 HB (Dare ale a | Pane dP 1:3 
4:-Steam-Railways—T otahisiccicavte coon y oes errr eee eee 8-0 6-1 OS ther RS 1:0 
Guaranteed by Dominion or Province.................... 2-1 Uc itn arate He, | wey SARE 1-0 
Othetanieirereg ee HPP re RT eres PEN Fe DUT eT EOE BEE HOt 5-9 5-0 0°9-- cc coemeerfetereeerey 
5 Other Corporations suc .anick skies cone ee ee 7:8 1-8 AD Bossy fatten es 1-8 
Ga Ota reels cane mine a etethecs sists eae Aah, cites Sere nee ene? 22-7 9-4 Od [oh se eee 
III. Unirep Srates— } 
1. Dominion Direct and Guaranteed (except Railways)...... 80-0 SOHO ey FORT SS SIMRO BI 8. cr reetees 
2. Provincial Direct and Guaranteed (except Railways)...... 14-3 TODO a eee 3-3 1-0 
See MeunIeip ahs. uniears decovinrritualetera-orniecmegrerdntt reamed ehomeilctraabielb eeianhiahesth it 16-9 Bin ol reer a pier setrers 5-2. 3°5 
4. SteamplRailways--d Obabess, soa sods Me aioe Bee. Gees 50-3. 40-6 2-4 5-3 2-0 
Guaranteed by Dominion or Province.................... 30-0 BONO eerie Oe eee 
CTO its oa Sho cet alt Oa Rraarters ke aM car cen a en oe 20-3 11-0 2-4 4-9 2-0 
5 Otheri@orporations:. 7.46.75 «. ss os 4s SRE hore bee et. 69-0 0-4 63-5 0-6 4-5 
(Tard bok ete) POTS TAD, anit oP ecaeeh PEM IED WD in brary a a de te Bae 230-5 139-2 65-9 14-4 11-0 


_ Nore: See Text—'‘‘ Notes on Statistical Data’’—for comparability between tabular data and capital movements entered 
in the capital account. 

1 Includes 0-6, ‘‘Other Countries.”’ 

2 Includes 0-4, ‘‘Other Countries.”’ 
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TABLE 21.—_ANALYSIS OF RETIREMENTS OF CANADIAN SECURITIES HELD ABROAD, 1937 


(In millions of dollars) 


Method of Retirement 


Total 
Country of Ownership and Groups of Issuers Retire- 
ments : Serial 
Maturities} Calls | Redemp-| Other 
tions 
J. Att Counrrirs OTHER THAN CaNaDA— 
1. Dominion Direct and Guaranteed (except Railways)...... 66-9 GEcOMUIe CR etree aortene 2-4 
2. Provincial Direct and Guaranteed (except Railways)...... 21-1 vipfor Wed aM as Ae 2-9 0-8 
SPUINLIITITC LID AL eee ete cisu eme ie tan ics Cae eR enc rcieeeae eas 23-3 0-9 12-6 5-5 4-3 
ay Sceametvallwaye— Lol... 1. osst.cce meen eee onus a 10:3 3 Yaad Me a Se 5-2 1-4 
Guaranteed by Dominion or Province..................-. 1 | Pe Par A a fae a 0-4 0-9 
e272) PN teceeasn ana Cems emeenranTN atm eRe leks foe) Cond iss it a tpi Maen ennai 9-0 bs SC ken RSL lage 4-8 0-5 
SvOtnor Corporavions: . siti eranrnciss Ocoee Pits» series 54-8 3-11 44.22 1-2 6-3 
OG PAU CE LOCALE hese Toi6icii ate OM secs OR RA cB oR eco ste at ates 176-4 89-61 56-82 14-8 15-2 
Ii. Unirep Krtnecpom— . 
1. Dominion Direct and Guaranteed (except Railways)...... Pa aa Pog aed Pam rat bat Ra 2-4 
2. Provincial Direct and Guaranteed (except Railways)...... 7:5 1ST Mant cS AS 0-2 
SAPMAUNICID ALE Meee en tie ay en ea mC amt ett sae at ailing 1-6 LU ate han Re ia erate et CORA de 0-8 
A OStCAMI Away ST OlAL cor oe hn cose een rane ne tric cts 4-7 5 aan poe va urna fll) Raa Oy SFA 1-0 
Guaranteed by Dominion or Province...............-++:- Oi eI: See ei 1 ne tay, HR Bes a ae 0-9 
BiH 8X3) gis Php, 5 cls A, abate alter aaa ud dime tee Reais seen 3-8 Bay A} (aee.3) ame 7 0S I Vie eat 0-1 
5. Other Corporations... ............ ee RENEE MND a 2A ns) er th eee al 10:5 1-4 8-0 0-1 1-0 
Ge LOCA reine 8 SE es: 6 OEE BR Ne FLL oA AI boos PGS 26-7 13-2 8-0 0-1 5-4 
III. Unitep States— 
1. Dominion Direct and Guaranteed (except Railways)...... 64-5 64s. Diles ferns in Poesia ete tacenavcteicin h aneieme 
2. Provincial Direct and Guaranteed (except Railways)...... 13-6 LO Ran etek pia 2-9 0-6 
SMa micipal nets Ree ee rb Lo a by Aree ae tes OO AE 0s aS 21-7 0-1 12-6 5-5 3-5 
4eSteammailways—L otalet s,s renee Move ag ee Ne ee eae | POL ees! i Sema ah ir eae iN 5-2 0-4 
Guaranteed by Dominion or Province..................-. DNS GOO [atbee Area dl Were Rat bb ee a Py A aie tee 
(61015) aya CREP, ISH RNA ST RR Ce Ra ca cur emt acaineeyis Sts s oA {Jehan lew aieveapy rico. oh kepsenppaReiet 4-8 0-4 
BaOther Corporations: -, eke eae ees eee nse: ener 44-0 1-5 36-1 1-1 5-3 
Cie ARES NANT heels bs 0 RAMU Ne ars ee Rn te an REET ie ROR A Cena A 149-4 76-2 48-7 14-7 9-8 


; Norte: See Text—‘‘ Notes on Statistical Data’’—for comparability between tabular data and capital movements entered 
in the capital account. 


1 Includes 0-2, ‘‘Other Countries.” 
2 Includes 0-1, ‘‘Other Countries.” 
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TABLE 27.—_CANADIAN LIFE INSURANCE COMPANIES 
United States Securities Held, by Type of Security and Country of Deposit, December 31, 1936 


Description 


Bonds and Debentures— 


- Governments—Federal............... 
State and Municipal... 

Public Utilities (Exclusive of Railways) 

Pte Wray eee cee RG RS ati wa iy wad 

Industrialand Other «>. os. od Sack 


Preferred Stocks— 


Total Held Held Held 
United Held in in in in 
States. Canada United United Other 
Securities Kingdom States Countries 
$ $ $ $ $ 
39, 490, 307 Sto o80l 2. eee DO. Dhaest ial othe 
14,338, 762 Da GeO eOel St es Ce 11,585, 096 127,207 
98, 956,304) -14°884,949] 6... S45071 8591.4 dbs we 
34, 768,463} 10,846,518 28a,0a0) ,ao,0a5, OLOlss seks. uae 
9, 842,504 1,827,708 37, 288 N, O86; SOS HE OS eee 


Public Utilities (exclusive of Railways)| 15,055,628] 4,2384,971]............ 105320, Gad Wt.ceee coe 
Tnaletrial anu nel. =. ck. 2. me bs aoe 10, 288, 735 Uh aR | A er ie Sr 6-000, 40210) tee ee 

Common Stocks— 
Public Utilities (exclusive of Railways)] 104,829,777] 40,140,169}............ 646659,,6081) .% Buaceeees 
BOTA RIE hs ts -ctk 5 bom Come abe rasan oe 2,286, 457 199125404220 S. See B14, OUST ete ees 
Euductrial and. (tDetiapdisrerthasere-inneers 112; 18905621" B39T78) CBG, Sh ra 63,457,485}... do) See 
TP Otieon ts eee eet aes fees 447,046,458} 135,361,127) 320,323 | 311,237,801 127, 207 


Locality of Deposit 


Total Deposits outside of Canada 


TEN, GINGER ED STATIS Yon bets lsswden mis rctesis evo docie : 


Branches of Canadian banks 
ISIC RICAN HAAS ewe. 2 Meters oid cuctore che GPM sha eae 


IN? UNIDED  KONGDOMAL: See lonSoloee acceen chose. 


Branches of Canadian banks 
Britishibanksw.,s.eieen oe estes 0m EM eae | ees 


Branches of Canadian banks............... 
Other banking institutions 


ors 5, Die) Oye, ee © ef seus. is 


CC 


TABLE 28.—CANADIAN LIFE INSURANCE COMPANIES 
Cash on Deposit Outside of Canada, December 31, 1926-1936 


(In millions of dollars) 


1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 


4-4) 4-1) 4-7) 3-7) 12-4) 7-1) 10-2) 19-9) 19-7] 23-5) 17-0 


0-9} 1-6) 1-9) 0-8; 10-2) 2:1) 1-7) 12-3] 12-8) 15-7) +8-2 
0-5} 0-7) 0-4) 0-3] 6-3) 1-4] 1-8] 9-8} 4-9) 9-6) 2-6 
0-4; 0-9} 1-5) 0-5) 3-8) 0-7) @) 2-5} 7-91 6-1) 5-6 
1-1; 0-5] 0-3) © 0-2) (4) 2-6) 5-9} 4-2) 3-6) 3-4] 3-8 
0-1] (4) (1) (1) 0-1) 0-2) 0-8] 0-6) 0-4 0-7] 0:3 
1 0-5} 0-3) 0-2] (2) 2-4) 5-1) 38-6) 3-2) - 2-7] 3-5 
2-4 2-0) 2-5) 2-7) 2-2) 2-4) 2-6) 3-4| 3-3) 4-4, 5-0 
0-6} 0-7) 0-8} 0-8} 0-5) 0-5) 0-8] — 0-9} — 0-8] 1-0) 0-9 
1-8 1-3, 1-7). 1-9) * k-7] + 1-0] 1-8], 2-5] 9296) Peis 


(1) Less than $0-1 million. 
(2) Overdraft. 


ei: 
t 


STATISTICAL TABLES 209 


TABLE 29.—_CANADIAN LIFE INSURANCE COMPANIES 
Total Transactions in British and Foreign Securities, 1926-1937 


(In millions of dollars) 


Nationality of Securities 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1932 } 1933 | 1934 | 1935 | 1936 | 1937 


eee eee ee ee ee ee a a, a, ey \ee 


UniteD KinagpomM— 


NEGUIITCR we URE MCG Meek ccc cloe scene Che [ees cae. Teo OS .05 03 2-8] 37-6 6-6} 10-4} 31-4] 37-6} 35-0 
Leposes Ges oithee 5 dak Saeee Bere (i (EAR (bei) 9 COBH ae 1-3) 21-1] 17-5 1-4] 14-2} 27-3) 29-0 
IS... eh: ork: MSE R, 3 (4) |}— 0-2}/+ 0-9]+ 0-3)......]+ 1-5]+16-5|—10-9/+ 9-0/+17-2}+10-3}+ 6-0 
Unitep States— 
PRCT OC ne fet skh sacs Bitola 33-2) 81-8} 91-3] 123-2] 53-3) 32-9 1-5) 11-4) 42-9) 95-9] 161-6) 129-9 
IDISPOSCCHOL Rs A Mee OSs tee as 8-4] 39-7] 31-9] 81-6} 21-8] 13-4 7-3} 3-3} 14-0] 69-3] 113-9] 101-7 
INGE eet ol Seen seth de efter. ld +24-8)+42-1/+-59-4)+41-6/+31-5}+19-5|— 5-8/+ 8-1)4+28-9}+26-6|/+47-7/+28.2 
OTHER CouUNTRIES— 
IN COMME eA oe Es. Coos 10-1) 11-0} 19-4] 12-6 7-2) 4-8! 2-0} 4-8] 18-0] 25-3] 32-0} 23-9 
DIS POS GOL nate cee iba occ ccdeaterh saad 3-9] )3°9) 10-2) 912-01) 9-21 Bee) 8:7 6-6 8-8} 12-7) 13-5) 26-2 
INGO ieee se ask ss abs stam + 6-2)+ 7-1/+ 9-2)/+ 0-6)/— 2-0)+ 1-1]/— 3-7/— 1-8/+ 9-2/+12-6]+18-5|— 2-3 
Att CouNntTRIES— 
NG LUTTE Ci CG ne eee Nand usta te ica 43-3] 92-8] 111-9] 1386-6] 60-5) 40-5) 41-1] 22-8) 71-3] 152-6} 231-2) 188-8 
DY TSPOSeU: Ole eee Me UE aise et 12-3] 43-8] 42-4] 94-1) 31-0} 18-4] 34-1] 27-4] 24-2] 96-2) 154-7] 156-9 
ING ELOR oo Re 8 te Os ME SI AR +31-0/+49-0)+69-5|}+42-5)+29-5}122-1)4+ 7-0|— 4-6|+47-1/+56-4|+76-5|/+31-9 


(1) Less than $0-1 million. 


TABLE 30.—CANADIAN LIFE INSURANCE COMPANIES 
Estimated Purchases and Sales of British and Foreign Securities, 1926-1937 


(In millions of dollars) 


Nationality of Securities 1926 | 1927 | 1928 | 1929 | 1980 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 


Unitep Kingpom— 


TRIO OVALE Atta de osiain Rl APD CR | Ne | eR 1 GD. NS eae. | Pe 2-8] 37-6 6-6} 10-4) 31-4) 37-5! 35-0 

SOS (Pee are te Soret har eis Syn Me oe Re 0-2 0-1 OS eS eS) 2hebi 17-5 1-3 9-7) 27-3] 29-0 

Net Purchases or Sales, .......0... 2) 000.0% — 0-2/+ 1-1/— 0-3]...... + 1-5|+16-5)}—10-9/+ 9-1/+21-7/+10-2/+ 6-0 
UNITED STATES— 

(PUTCHASES 5 -ch he ee ee Satiteccs 29-3] 78-8] 84-6] 62-0} 45-6) 30-7 1-5) 11-4) 42-9} 96-0] 161-6} 128-3 

AIO S cote cierto Per eters aicis Me waver 6-6] 36-7] 27-0} 30-6) 19-1] 12-6 7-2 3-3] 12-7) 64-8] 104-2) 96-5 

Net Purchases or Sales............. +22-7|+42-1|+57-6|/+31-4)+26-5)+18-1]— 5-7/+ 8-1}+30-2}+31-2|+57-4/+31-8 
OrHER CouUNTRIES— 

PUT CRASER Mittens SAW kre LO eek 6-4) 11-5) 19-4} 13-1 7-2 4-8 1-9 4-3} 14-5] 24-3] 31-6] 23-3 

SAORI ee cree ee eT dae 2-6 3-1 9-3} 11-3 7:7 2-5 5-0 4-8 4-4) 10-4 8-8] 20-5 

Net Purchases or Sales............. + 3-8!+ 8-4/+10-1/+ 1-8)/— 0-5|+ 2-3}/— 3-1!/— 0-5)410-1/+13-9}/+22-8|+ 2-8 
ALL CouNTRIES— 

IPOPCHARES Oe oo co eis eek es Shain pies 35-7] 90-3] 105-2} 75-1] 52-8] 38-3) 41-0] 22-3] 67-8] 151-7] 230-7] 186-6 

Salestee Bee RIM mec ek eh neice 9-2} 40-0} 36-4] 42-2] 26-8) 16-4] 33-3] 25-6) 18-4] 84-9] 140-3] 146-0 

Net Purchases or Sales............. +26-5)+50-3/+68-8/+32-9}+26-0/421-9!4+ 7-7)— 3-3)/+49-4)/+66-8]/+90-4/+40-6 


Norr.—In this table all securities acquired through exercise of subscription rights, conversions, etc., have been excluded 
from purchases. Also, calls, redemptions and maturities have been left out of the sales. The net result i is believed to 
approximate very closely actual transactions through brokers, dealers, underwriters, etc. 
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TABLE 31._INTERNATIONAL INSURANCE TRANSACTIONS 
Movements of Funds between Canada and Other Countries, n.o.p., 1926-1937 
(In millions of dollars) 


Nore: Plus sign indicates net inflow of funds to Canada. Minus sign indicates net outflow of funds from Canada. 


Between Canada and— 1926 | 1927 | 1928 | 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 


Unitep Kingpom— 


Inflowtromy.s.tr pce coke ce tele Wdele Ae Oe 1-9} 3-1} 3-5} 7-5) 7-6} 5-9] 6-4) 14-5) 12-8) 4-0] 1-8] 9-0 
OUtHOW Ole o ites So Base atlanehae 4-8 7:8 7-3 3-8 4-8 2-9 2-3 4-0 2-5] 13-4 8-0 9-2 
INGtANOVEMONG Hes. boc cde oor — 2-9}— 4-7/— 3-8|+ 3-7|+ 2-8/4 3-0] +4-1/+10-5}+10-3]/— 9-4|— 6-2!— 0-2 
UnitTEep States— 
TiO Weeromibaee Oe Me a Be Bales 12-0 6-8 4-3) 22-0) 12-5) 34-2 7-5 4-4) 12-3) 13-7] 14-6} 11-8 
OGEOWSEG bites cisia's Pica ce eoteeee 18-1} 17-1] 12-6 7-1 7-1 4-0} 12-5) 16-6} 20-9} 23-9} 35-8] 23-7 
IN@tINOVEMeNts.|..< cok.ce ceeds seen s — 6-1}—10-3)— 8-3|/+14-9|+ 5-4|/+30-2/— 5-0)/—12-2)— 8-6|}—10-2|—21-2)/—11-9 
OruER CouNTRIEsS— 
Tntloweilroml aes cs 2e. Hebe ck ete ae oe 0-1 0-1 0-2 0-5 0-9 0-9 0-1 1-1 1-9 2°3 2-6 o°2 
OUCH OW. COs a oe ciciebiie cies sets 0-1 0-1 0-1 0-1 0-1 0-1 0-2 0-4 0-6 0-7 1-2 1-1 
INGE HMO VEMENtS. <sc ch otic cine oe lanes Mioaie woe + 0-1/+ 0-4)/+ 0-8)+ 0-8}— 0-1/+ 0-7)-+ 1-3}+ 1-6]4+ 1-4/+ 2-1 
Aut CouNnTRIES— 
TiO Wr LOT erie hak Reet ae eee te aes 14-0} 10-0} 8-0} 30-0) 21-0} 41-0} 14-0] 20-0} 27-0} 20-0} 19-0} 24-0 
Outhow tO. o.e. vac tomer een bee. 23-0} 25-0} 20-0; 11-0} 12-0 7-0} 15-0} 21-0} 24-0} 38-0} 45-0} 34-0 
Net movement..sc.o.. eee nae ere — 9-0}—15-0| —12-0}+19-0/+ 9-0/+34-0/— 1-0!— 1-0!+ 3-0]/—18-0| —26-0]/—10-0 
TABLE 32.—_INTERNATIONAL INSURANCE TRANSACTIONS 
Movements of Funds, n.o.p., between Canada and All Other Countries, by Groups of Companies, 1926-1937 
(In millions of dollars) 
Nationality of Companies— 1926 | 1927 | 1928 } 1929 | 1980 | 1931 | 1982 | 1933 | 1934 | 1935 | 1936 | 1937 
CANADIAN CoMPANIES— 
NW ATE: cack Sots es se oR ho btedtda ed 4-8 3°7 3-5} 18-4 8-9) 28-3 9-6} 17-7) 20-0} 13-1) 14-6] 20-1 
OUpWATO le 248s. tsk le hea. 6-8 9-8 6-6 1-7 1-7 1:3 1-2 4-2 5-1} 11-1] 17-5) 12-5 
IN@E are ohccetiate Dateien oie eRe al oe ered ere al xs a 16-7 7-2} 27-0) 8-4] 13-5) 14-9 2-0): aes 7:6 
Net Outward. sce cn bose eceb nacene 2-0 6-1 BG || PR PrePeen | Heretik |IPreraeee! ||) ryamten.a pe ghemee | (Bs, ok aM ee S'S 2D] mocked 
BritisH, UNITED STATES AND OTHER 
CoMPANIES— 
Gey ig hizo BP fot Mite Weenie, sree lh Satta eee 9-2 6-3 4-5) 11-6) 12-1) 12-7 4-4 2-3 7-0 6-9 4-4 3-9 
OuUCWATG? Sere ae oe om eee oer 16-2} 15-2! 13-4 9-3) 10-3 5-7} 13-8) 16-8) 18-9) 26-9} 27-5) 21-5 
Net Imwardi ru. 3554s be bistc ce cbe sl aldude coated a. ale eke 4 2:3 1-8 Tes «sgh tlhe «odio dllets gall. «sc cha a eee a 
INGE OULWATC.. ghd. -<tieek ss ces ee 7-0) 8-9 JOO ae eee || ae eR | aa 9-4) 14-5) 11-9} 20-0} 23-1) 17-6 


pLDR EE C0 Noes RNase cage ey: Malden aaale e 14-0} 10-0 8-0} 30-0) 21-0} 41-0) 14-0] 20-0} 27-0} 20-0) 19-0} - 24-0 
Outward bir oy. tb. debates Sve oie Wh vetete > 23-0} 25-0) 20-0; 11-0} 12-0 7-0} 15-0) 21-0) 24-0} 38-0} 45-0] 34-0 
INGE In WATS, «Aas Assi ies Bo be dees Aibadek « Ale eels dle aes 19-0 DOW 134°Olt ... Aatlts «0 tes 3° 0]. 20. Also. cee 
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TABLE 34.—_INTERNATIONAL INSURANCE TRANSACTIONS 


Movements of Funds, n.o.p., between Canada and Other Countries, by Class of Company, 1933 
(In millions of dollars) 


All Canadian eats gee Soy British FIs States and tates an 
Between Canada and : : Fire and : Fire and : Foreign 
Companies Life Other Life Other oe Rive and 
Other 
United Kingdom— 
TA WanGELO Me trestircknderoncree 14-5 13-0 0-2 1-0 ORS US Sadek eee eee ee 
OUCWAaTOMON eee ocean: 4-0 2-4 0:5 0:8 0-2 Ose” ck Ger. cerns 
United States— 
Inward €rom... 27s... Ree. 4-4 3-1 0-3 0-1 0-1 0-5 0-3 
Out wardhto....4e ee. 5 be 16-6 0:7 0-2 0-1 0-2 14-5 0-9 
Other Countries— j 
WWW AMO MEOIIN Aescer celap oso 1-1 1-1 (1) (1) (an Peeters (1) 
OUEWATOICON. os inte usec: 0-4 0:3 0-1 (1) Qo lt eek eae (1) 
All Countries— 

Inward trond. +cat ee ee: 20-0 17-2 0:5 1-1 0-4 0-5 0-3 
OnHwWALGLOre ian wk «ota tee 21-0 3-4 0-8 0-9 0-4 14-6 0:9 
INGtHIMWAPG fe ok sa wo peace iene UE Se SEL cow eee see ae O52 Thee aaaves oie] bho Sea oe ee eee 

WettOUUWwarG\c bucee cue eere L200" Oe. eee Geo Tas. atch Cr See ee 14-1 0-6 
(1) Less than 0-1. 
TABLE 35.—_INTERNATIONAL INSURANCE TRANSACTIONS 
Movements of Funds, n.o.p., between Canada and Other Countries, by Class of Company, 1934 
(In millions of dollars) 
t United 
. oe United 
: Canadian ne British States and 
Between Canada and C PA cogs ioe Conde Fire and ae ae Fire and BERRA Foreign 
P Other Other Lite | Fire and 
Other 
United Kingdom— 
URW ET bromine gett tae 12-8 8-9 0-3 3-3 PSE, Som a FS nem RR Ol 8 2 (4) 
OULWALORUO. Ut ee tee 2-5 0-2 0-3 0-7 0-9 0-2 0-2 
United States— 
NWA TOM Gy yisu ate ean ee 12-3 8-8 0:3 0:7 0-1 0:7 1-7 
Outward tox nemraacioeoe eres 20-9 3-8 0-3 0-1 0-2 13-6 2-9 
Other Countries— 
ANWATCEEOMIG 2 ss chen cok Ries 1-9 1-5 2 iis rece abet (Eo?) tae le ane e 0-2 
Outwarditol.: Sa eee. 0-6 0-4 0-1 (4) 6 naa eli ke Sree Aeon ee 0-1 
All Countries— 

Inward froma sacs. ven cee 27-0 19-2 0-8 4-0 0-4 0-7 1-9 
OUE WAT Ose aia bite see eke 24-0 4-4 0-7 0-8 1-1 13-8 3-2 
INet Taward We svar) ea tea 3-0 14-8 0-1 SD Mick Un iec c clde Mba arte sue ca a ke ates en 

ING; COUR War ee Eres ees where cc Rives heheh chelate ora! ees eth Sah oe bar ine eee epee eS a 0-7 13-1 1:3 
(1) Less than 0-1. 
TABLE 36.—INTERNATIONAL INSURANCE TRANSACTIONS 
Movements of Funds, n.0.p., between Canada and Other Countries, by Class of Company, 1935 
(In millions of dollars) 
: United 
y ae United 
: Canadian are British States and 
All Canadian ; British : States and : 
Between Canada and : : Fire and . Fire and : Fore ign 
Companies Life Other Life Ciiher Morea? Fire aad 
Other 
United Kingdom— 
Inward from, oe oad 4-0 2-5 0-1 1-2 O25 | el hes eee (1) 
Outward:ito seston adcoes 13-4 5-5 0-4 5-6 1:5 0-2 0-2 
United States— 
cnward froma Meru a. 13-7 8-0 0-4 3-1 0-1 0-3 1-8 
Qutward tons. sees; 23-9 4-3 0-3 (1) 0-2 16-4 2-7 
Other Countries— 
Inward from J.4. .me Sea, ee - 2-3 2-0 0-1 (2) (ee Dela. eee tee 0-2 
Outwardito 2 5. ake. 0-7 0-6 (2) (4) ON Bae ce eater es (2) 
All Countries— 

Inward froma) sa sso, cece 20:0 12-5 0:6 4-3 0:3 0:3 2-0 
Outwardito. ss ee. acta. 38-0 10-4 0-7 5-6 1-8 16-6 2-9 
INGE INWATA ot eh bole hl So etek eke PAR AR | (ee AP FY Cea ee AE ae verde Ao oe S| IO SS Goss wah it: aban ones 

Net Outward’. tet eee TOR Rise ecco s 0-1 1:3 1-5 16-3 0-9 


(1) Less than 0-1. 
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TABLE 37._INTERNATIONAL INSURANCE TRANSACTIONS 
Movements of Funds, n.0.p., between Canada and Other Countries, by Class of Company, 1936 


(In millions of dollars) 


: Canadian oie British States and 
All Canadian : British : States and ; 
Between Canada and Companies Life ee bel Life ela Foreign ns va are 
a Other 

United Kingdom— 

Toward from scones oh Mee 1-8 1-0 0-1 0-4 (GPs BR i Gay rae ba 0-1 

Outward tows coset os use 8-0 3-3 0-5 22 1-7 0-2 0-1 
United States— 

TR WATGAIPOMN ee «15 «cf asec 14-6 10-6 0:5 1-1 0-1 (1) 2-3 

OntwarditOseseee ss ees Ge 35-8 12-6 0-2 (4) 0-4 19-0 3:6 
Other Countries— 

Inwardifrom:...1...1csene 2-6 2-0 0-4 (4) (1) (1) 0-2 

WuGWaratOnn tian. oe acs 1-2 0-7 0-2 0-1 (Ly RP Te pee ede Ba 0-2 
All Countries— 

UNWATGITOM Gece ce eione 19-0 13-6 1-0 1-5 OS mo hasan e ciceiets 2:6 
OUGwWard tO. cs tee 45-0 16-6 0-9 2:3 2-1 19-2 3-9 
INGEN WAT nae Bese cee ea le eee ee IE Oe ce Ox TM St ee Nie T Spa acted ae ARO Eee hk et bhi] Sohics sim ee a dane 

Net.Out ward: 0.20.25 osha 26-0 BIE 125.0 aN) eS as 0:8 1-8 19-2 1-3 


(1) Less than 0-1. 


TABLE 38.—_INTERNATIONAL INSURANCE TRANSACTIONS 
Movements of Funds, n.o.p., between Canada and Other Countries, by Class of Company, 1937 


(In millions of dollars) 


Tnited United 


a Canadian a British States and 
Between Canada and Co a : ptt Fire and British Fire and States and Foreign 
panies ife Othes Life Other Foreign ice and 
Life Other 
United Kingdom— 
InWarauromism aaa eco! 9-0 8-0 0-1 0-6 COS tite. | Bet onc abate (4) 
OUCWATOGLO Meee eke eee 9-2 5-4 0-5 1-0 2-1 0-2 (1) 
United States— 
MNWALTH (rOmN tae es ac 11-8 8-2 0-9 O59 See 0-2 1-6 
OUGWATG CON ee ceihies eee 23-7 5-2 0-5 (1) 0-1 13-2 4-7 
Other Countries— 
Inward from tes oka gee 3-2 2-8 0-2 (1) GB) Te «|| Pa, Orme WalaRe 0-2 
MutwarditO.cwacacstae cess 1-1 0-8 0-1 0-2 CLR Ory Meme eee (1) 
All Countries— 

Inward tromeas sce. nee 24-0 19-0 1-2 1-5 0-3 0-2 1-8 
Outward tO; 8. ses. ee 34-0 11-4 1-1 1-2 2°2 13-4 4-7 
INOGHNWATC Moree erce me. ieee Pe eatin 5 cena 7:6 0-1 Oe Ditka | aeeae ae | BS aie Se nea (pene ed ie AT ra 

INGROUtWATG Sctc.ss co ons oes TO: OR Salem 0 Be ls, Sars oe gametes he che eel a a) 1-9 13-2 2-9 


(4) Less than 0-1. 
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